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STATEMENT 


ISSUED BY THE TRUSTEES OF THE 
CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE 
AT THE SEMI-ANNUAL MEETING HELD IN NEW YORK 

NOVEMBER 17, 1938 


The Trustees of the Carnegie Endowment for International Peace, in 
common with civilized peoples everywhere, are deeply shocked by the 
horrible results of aerial bombings during the hostilities now being 
waged and which have been waged in recent years, and cannot fail 
to record their solemn protest against the massacre en masse from 
the air of innocent men, women, and children, and the wanton 
destruction of private property of a non-military character. 
Simultaneously with the development of aerial warfare, efforts 
have been made through international agreements to limit its sphere. 
The Hague Conferences of 1899 and 1907 agreed to prohibit the 
launching of projectiles and explosives from balloons or by other 
methods of a similar nature. Again at The Hague in 1923, after the 
experiences of the World War, the delegates of the British Empire, 
France, Italy, Japan, the Netherlands, and the United States, pur- 
suant to a resolution of the Conference on the Limitation of Arma- 
ment at Washington in 1922, adopted a report which recommended 
that “aerial bombardment for the purpose of terrorizing the civilian 
population, or destroying or damaging private property not of 
military character, or of injuring noncombatants is prohibited.” 
The Trustees believe that these stipulations should be brought to 
public attention, and urge in the interest of the common humanity of 
all peoples and of the preservation of the civilization of all nations, 
that their governments and responsible public officials take steps 
to make effective the prohibition of the bombardment of civilian 
communities, including men, women, and children, in the course of 
hostilities, whether in formally declared war or otherwise. 
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PREFACE 


The action taken by the Mexican Government in regard to foreign- 
owned oil properties on March 18, 1938, focused attention anew on 
that country’s land expropriation policies. In recent years the Govern- 
ment of the United States has made frequent representations to the 
Government of Mexico in behalf of citizens of the United States 
whose properties in Mexico have been expropriated, and on July 21 
last the subject was reopened formally by Secretary of State Cordell 
Hull. Mr. Hull’s note of that date and subsequent correspondence 
between the two Governments are published in this issue of Jnter- 
national Conciliation. 

Two addresses dealing with the question of oil property expropria- 
tion, delivered at the fifth annual conference of the Institute of 
Public Affairs at Southern Methodist University, Dallas, Texas, in 
the last week of April, 1938, are included in the pamphlet. One of 
these is an analysis of Mexico’s petroleum problem, by George Ward 
Stocking, Professor of Economics at the University of Texas, and 
the other is an exposition of the official Mexican point of view con- 
cerning the oil controversy, by J. Silva Herzog, Professor of Econom- 
ics at the National University of Mexico and Technical Adviser to 
the Treasury Department of Mexico. 


NiIcHOLAS MurRRAY BUTLER 


New York, November 18, 1938. 
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THE MEXICAN OIL PROBLEM 
By GEORGE WARD STOCKING 


Address delivered at the Institute of Public Affairs, Southern Methodist 
University, Dallas, Texas, April, 1938 


On Friday, March 18, 1938, at ten o’clock, p.m., President Lazaro 
C4rdenas read by radio his historic message to the people of the 
Mexican nation announcing that under the Expropriation Act of 
1936, the Mexican Government had assumed control of the Mexican 
oil industry in the interest of the public welfare. This action not only 
brought to a dramatic close a labor controversy which had disturbed 
the oil industry and the national economy since the strike of the oil 
workers in May, 1937, but it also sounded the knell of economic 
imperialism! in Mexico and marked an epoch in the Mexican Revolu- 
tion which had begun so ostentatiously under Madero’s leadership in 
1910, but which under Calles’ influence had apparently been almost 
completely liquidated by 1932. 

This act of expropriation did not solve the Mexican oil problem, 
but it did change completely its character and tone. To understand 
how what initially appeared to be an episode in the conflict between 
labor and capital should have been transformed into what the Mexi- 
cans have come to regard as a drama in the struggle of a nation to 
free itself from the domination of foreign capitalism and what the 
foreign owners of that capital regard as unwarranted and unjust 
confiscation of property rights legally acquired and fairly adminis- 
tered, it is necessary to look to the past. 

The emergence of Mexican oil as a problem dates from the Revolu- 
tion in 1910. In a more immediate way it stems from the Constitution 
of 1917. There are two major articles of that document which have 
a bearing on oil—Article 27 and Article 123. The bearing of Article 
27 is direct and its significance has been recognized since the adoption 
of the Constitution. It is this article that led to the long controversy 
between the American owners of oil properties and the United States 
Government on the one hand and the Government of Mexico on 

! The term is used to indicate the peaceful penetration of foreign capital into politically 
weaker and economically less well-developed areas. 

* There are several English translations of the Mexican Constitution of 1917. For a 


reprint of the translation by H. N. Branch, see Annals of the American Academy of Political 
and Social Science, Vol. LX XI (Supplement, May, 1917). 
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the other from the time of the Carranza decrees of 1917 and 1918* to 
the ‘‘final”’ settlement of the issue under Morrow’s ambassadorship 
in 1928. The bearing of Article 123 is indirect and its significance 
to foreign industry was little appreciated until the enactment of the 
National Labor Law of. 1931 and its subsequent administration 
under President Cardenas from 1934 to 1938. It is interesting to note 
that the Mexican goal of the nationalization of oil was eventually 
achieved not through Article 27, which directly provides for it, but 
through the instrumentality of Article 123, which ostensibly is noth- 
ing more than a liberal labor code. 


Article 27 of the Constitution 


Let us first deal with the significance of Article 27 to the oil prob- 
lem. In general, Article 27 defines and limits the nature of property 
and the persons and legal entities having the right to hold property. 
It likewise enunciates a set of principles and to a limited extent pre- 
scribes a procedure for the solution of the agrarian problem. In 
general, Article 27 establishes the principle that ownership of land 
rests in the Nation, which, however, may transmit title to private 
persons. With regard to mineral resources it specifically recognizes 
that the Nation’s ownership is direct and imprescriptible—a right, 
however, which may be conceded to private parties but only on con- 
dition that the resources be regularly developed and the rights legally 
exercised. 

From Carranza’s administration until the end of Calles’, the precise 
status of oil rights of foreigners acquired prior to 1917 under the land 
laws of 1884, 1892, and 1909 (involving claims to from 80 to 90 per 
cent of their total holdings) was uncertain. The matter accordingly 
afforded a continuous source of controversy between the American 
and Mexican Governments. 

By a series of judicial, diplomatic, and legislative steps, the clouds 
of uncertainty were gradually dissipated until by the spring of 1928 
a basis for the solution of the oil problem seems to have been laid. 
The first of the steps was a decision by the Supreme Court of Mexico 
in 1921 in the famous Texas Company case in which the Court 
reached a decision holding that the Constitution was not retroactive 

* On April 13, 1917, Carranza issued a decree increasing the export taxes on petroleum. 
This was followed on February 9, 1918, and subsequently, by decrees which on their face 
were tax measures but compliance with which involved by implication admission on the 
part of the owners of the subsurface rights that the deposits in reality belo to the 


government. For these decrees and other legislation affecting the industry, see 
Petrolera: Leyes, Decretos y Disposiciones, 1783-1929 (Mexico, 1930). 
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with respect to oil rights acquired prior to its adoption, provided 
acquired oil rights had been accompanied by the performance of 
positive acts in their exercise.‘ 

The Bucareli Conference of 1923, in which the United States was 
represented by Commissioners Charles Beecher Warren and John 
Barton Payne, constituted the second step. Held for the purpose of 
finding a basis upon which recognition might be accorded to the 
Mexican Government, it clarified and broadened the doctrine of 
positive acts. The Mexican commissioners, in developing their con- 
cept of the doctrine of positive acts, indicated an interpretation of the 
term so broad as to include within the category of positive acts mani- 
festation of an intent to use the properties acquired for the purpose of 
exploring for and producing oil.® 

The Bucareli Conference was followed some two years later by the 
promulgation of the Petroleum Law of December 26, 1925,* which 
laid down the general principles under which petroleum concessions 
might be secured from the Mexican Government. This law, together 
with the Petroleum Regulations promulgated on March 6, 1926,’ for 
its administration, constituted a backward step from the viewpoint of 
foreign holders of oil properties, since it provided for the granting of 
a confirmatory concession for fifty years instead of recognizing in 
perpetuity, rights acquired prior to the Constitution of 1917. It like- 
wise appeared to narrow the concept of positive acts as previously 
defined. 

An exchange of correspondence between the Mexican and Ameri- 
can Governments regarding this matter was followed by the appoint- 
ment of Dwight W. Morrow as Ambassador to Mexico in the autumn 
of 1927. After negotiations between Ambassador Morrow and the 
Mexican Government and a decision by the Supreme Court of 
Mexico,* in which it was held that drilling permits could not be can- 
celed because of failure to apply for a fifty-year concession on leases 
acquired prior to the Constitution of 1917 where positive acts had 

4 J. Reuben Clark, Jr., ‘‘ The Oil Settlement with Mexico,"’ Foreign Affairs, Vol. VI, pp. 
600-614 (July, 1928). 

5 For an account of this conference, see Department of State, Proceedings of the United 
States-Mexican Commission Convened in Mexico City, May 14, 1923 (1925). 

* Decreto del C. Presidente Constitucional de los Estados Unidos Mexicanos promulgando 
la Ley reglamentaria del articulo 27 constitucional, en el ramo del petréleo. Published in 
Legislacién Petrolera, op. cit. For English translation, see Charles W. Hackett, “The 
Mexican Revolution and the United States, 1910-1926," World Peace Foundation Pam- 
phlets, Vol: IX, No. 5, 1926. 

1 Reglamento de la Ley del Petréleo de 26 de diciembre de 1925. Published in Legislacién 


Petrolera, op. cit. 
*See Clark, op. cit., p. 609. 
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been performed, the Mexican Petroleum Law was modified to provide 
for the issuance (not granting) of confirmatory concessions without 
limitation of time on lands to which prior rights existed.® This settle- 
ment, which represented a compromise, afforded the basis on which 
oil operations have since been carried on. 


Changes in Mexican Oil Industry 


As this controversy was carried forward, the oil industry in Mexico 
underwent a considerable change. Production of crude oil for Mexico 
was first reported in 1901, during which year a total of 10,345 barrels 
was produced.!* It was not until 1907 that an annual production of 
1,000,000 barrels was recorded. In the latter part of 1910 well No. 7 
on the Juan Casiano lease was completed by the Doheny interests 
with a daily production of 25,000 barrels. The day of the Mexican 
gusher had arrived. Output for 1911 totaled 12,552,798 barrels. By 
1916 with the completion of Cerro Azul No. 4 by the Huasteca 
Petroleum Company with an estimated initial daily production of 
260,000 barrels—the largest oil well in the world—output increased 
to 40,545,712 barrels. Unprecedented war demands for petroleum 
products and oil fields rich almost beyond the imagination of man 
drove production steadily upward until an all-time peak of Mexican 
output was reached in 1921 when 193,397,587 barrels of crude oil 
were produced. From this high point of 1921, when Mexico ranked 
second among world producers, Mexican output showed an uninter- 
rupted decline until at the time of the Morrow settlement in 1928 
annual production had dropped to 50,150,610 barrels, and Mexico's 
place among world producers had fallen to fourth. By 1932 annual 
output had declined further to 32,805,496 barrels—the smallest 
Mexican production since 1914. Meanwhile world production had 
shown a continuous upward trend, production having increased from 
407,544,000 barrels in 1914 to 1,309,744,000 barrels in 1932. During 
the same period, Mexico had dropped from third place to seventh 
among world producers. 

® Decreto del C. Presidente Constitucional de los Estados Unidos Mexicanos, por elecua 
se reforman los articulos 14 y 15 de la ley Sagfementorts del articulo 27 constitucional en 
el Ramo del Petréleo. Published in Legislacién Petrolera, op. cit. 

1 For an account of the history of the Mexican oil industry, see Ezequiel Ordofiez, Ei 
Petréleo en Mexico (1932). For statistics on Mexican oi] production, see various issues 


Boletin del Petréleo, formerly published monthly by the Secretaria de Industria, Comercio 
¥ Trabajo. For statistics on world production, see American Petroleum Institute, Petroleum 


Pacis and Figures (1937), pp. 56-57. 
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Reasons for Decline in Output 


For this decline in the production of Mexican oil, which has run 
counter to the world trend, the explanation most commonly encoun- 
tered is that it is a reflection of the uncertain status of property rights 
in Mexico and the restrictive legislation to which the Mexican oil 
industry has been subjected. There is certainly a measure of truth in 
this explanation. It should be observed, however, that when the 
Revolution began in 1910 the output of Mexican oil was less than 
4,000,000 barrels. When the Constitution, which nationalized the oil 
reserves of the country, was adopted, output had increased to 55,292,- 
770 barrels. During 1918, the year of the “confiscatory”’ Carranza 
decrees, output increased to 63,828,326 barrels. From this date until 
the year of the decision in the Texas Company case—a period of 
uncertainty with regard to the status of property rights—output 
increased by leaps and bounds, as previously indicated, reaching an 
all-time peak of more than 193,000,000 barrels in 1921. After that 
date the decline was rapid and prolonged. 

The explanation of this productive behavior runs not immediately 
in terms of the sanctity of private property rights or restrictive legis- 
lation. It reflects the discovery, during a period of extensive wild- 
catting, and the subsequent exploitation of two of the richest oil fields 
in the world. Uncertainty and insecurity with regard to things 
intangible were inadequate to stay the expulsion of crude petroleum 
actuated by terrific material forces." With the waning of these forces 
and the approaching exhaustion of the discovered fields, production 
of crude oil in Mexico showed a serious decline. Meanwhile, the era 
of the wildcatter in Mexico had passed and a consolidation in the 
holdings of oil properties had taken place. By 1930 only seven com- 
panies, including affiliates, produced as much as a million barrels of 
oil annually and these companies in the aggregate produced approxi- 
mately 90 per cent of the total.” 

As Mexican output became concentrated in the hands of a rela- 

11 It likewise seems to have been inadequate to prevent the drilling of new wells within 
or adjacent to the known fields in an effort to determine their limits. Statistics gathered by 
the author from the Boletin del Peiréleo and from the Secretaria de Industria, Comercio y 
Trabajo during a six-months’ study of the Mexican oil industry during 1932 indicate that 
the peak of activity, as judged by drilling permits granted, dry holes abandoned, and produc- 
ing wells completed, was reached in 1925 and 1926. From this peak until the present time, 
as judged by these criteria, the decline in activity has been sharp. Statistics also indicate 


a 72 decline in the initial ye daily production of new wells completed since 1920. 
1 Boletin del Petréleo, op. cit., Vol. XXXI, Nos. 5 and 6, May and June, 1931, insert 


PP. 224-225. 
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tively few large, fully integrated companies operating on an inter- 
national scale, world production, as previously indicated, showed a 
sharp upward trend. To this increase in output, American, Russian, 
Venezuelan, and Rumanian production made the greatest contribu- 
tion, but all major oil-producing countries save Mexico shared in it. 
As production of crude oil mounted, output of gasoline, due largely to 
improvements in refining technique, mounted even more rapidly; and 
despite a rapid increase in demand for petroleum and its products, 





stocks of crude oil and oil products steadily climbed throughout the 
decade of the twenties, and the price trend was sharply downward." 
With the coming of the depression and a decline in 1932 in the Amer- 
ican consumption of gasoline—the first decline since the advent of 
the automobile—the oil industry was approaching a state of demoral- 
ization. For several years in the United States—which produces and 
consumes approximately two thirds of the world output—there had 
been conducted on two fronts a campaign directed toward stabiliza- 
tion of the industry. Through trade conferences before the Federal 
Trade Commission, progress was made toward the formulation of a 
code of fair competition for the industry designed to stabilize trade 
practices and eliminate price cutting. Under the State conservation 
laws a program of proration designed to stabilize the output of crude 
oil had been established. As progress was made at home the campaign. 
to stabilize was broadened: an attack on the problem of stabilization 
was made on a world front in the summer of 1932. 

With Mexico’s Golden Lane and Panuco fields delimited and their 
production long past its apogee, with known reserves under the 
control of a few large companies operating on an international scale 
and waging a campaign on a world front to stabilize output, with the 
Mexican Government launched on a program aimed at nationaliza- 
tion of the Mexican industry, it is not surprising that Mexican output 
showed an uninterrupted downward trend. That the Mexican pro- 
gram of nationalization was not the sole factor in explaining the 
decline in Mexican output has been made clear. That it was a con- 
tributing factor of no little importance must also be recognized. Its 
chief influence was in the discouragement it offered to exploration 
work and wildcatting both by the major companies and independent 
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operators. A continuing production of crude oil is dependent upon a h 
continuing search for new potential oil-producing regions. Despite le 
8 Petroleum Facts and Figures, op. cit., passim. 
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the important contribution which science has made to the technique 
of oil finding, the search for oil remains a hazardous enterprise. 
With previously acquired property rights in jeopardy, there was little 
inducement in Mexico during the period from Carranza to Calles to 
hazard large sums in a wildcat search for new oil deposits, the dis- 
covery of which was essential if Mexican output were to be main- 
tained. In this regard it should be observed that throughout the 
decade following the advent of Carranza not only was there great 
uncertainty regarding the status of acquired rights but serious 
obstacles existed to the exploitation of these rights. Not until the 
spring of 1926 was regulatory legal machinery established for the 
granting of new rights to oil properties or the exploitation of rights 
previously acquired. 

Meanwhile, in securing drilling permits, producers were asked to 
agree to obey a law not yet passed and the purport of which they 
had no knowledge; they were required to register lands as a condition 
of continued exploitation; their holdings were subjected to denounce- 
ment in case they were not registered; they were required to forego 
the diplomatic protection of their home government as a condition 
in receiving titles, contracts, and concessions; they were subjected to 
tax decrees which they regarded as confiscatory.“ That these numer- 
ous requirements, together with the uncertainty to which property 
rights were subjected and the absence of definitely formulated 
machinery by which exploration and exploitation could be carried on, 
served to retard oil exploration and oil finding would appear to be 
obvious. They no doubt contribute in considerable measure to the 
failure of the Mexican oil industry to compensate by new findings a 
natural decline in output from known and developed fields. They 
apparently resulted in the withdrawal from Mexico of the independ- 
ent wildcatter whose imagination and gambling proclivities have 
contributed so much to an expansion of output within the boundaries 
of the continental United States even in the face of world over- 
production and price decline. 


The Morrow Settlement 


As previously indicated, the conciliatory policies of Ambassador 
Morrow were adequate to secure a modification of the petroleum 
legislation which recognized in perpetuity petroleum rights acquired 

4“ Clark, op. cit., pp. 603-604. 








498 


prior to the Constitution of 1917 where positive acts had been per- 
formed in the exercise of such rights. There remained, however, the 
task of securing a confirmatory concession and this involved the 
establishing of title to the lands on which property rights had been 
acquired. 

The modifications in the petroleum law, however, were apparently 
regarded both by Ambassador Morrow and the Department of State 
as having settled the controversy between the United States and 
Mexico over the oil problem and as having reduced the status of that 
problem from one of international diplomacy to one of administrative 
and judicial procedure under the laws of Mexico. On the day the 
modified regulations were promulgated, Mr. Morrow made a state- 
: ment on the matter, the opening paragraph of which reads as follows: 
| These Regulations when taken with the Supreme Court 
| decision handed down November 17, 1927, the legislation passed | 
| by the Mexican Congress on December 26, 1927, and promul- | 

gated on January 10, 1928, and the letter of Minister Morones 

issued on January 9, 1928, evidence the determination by the 
judicial, the executive, the legislative, and the administrative 
departments of the Mexican Government to recognize all rights 
held by foreigners in oil properties prior to the adoption of the ( 
1917 Constitution.’ 








And on the same day, the Department of State issued this state- 
j 
ment: 


The Petroleum Regulations just promulgated by President 
Calles constitute executive action which completes the process 
beginning with the decision made by the judicial branch of the 
Mexican Government on November 17, 1927, and followed by 
the enactment of the new Petroleum Law by the legislative 
branch on December 26 last. Together, these steps, voluntarily 
taken by the Mexican Government, would appear to bring to a 
practical conclusion discussions which began ten years ago with 
reference to the effect of the Mexican Constitution and laws 
upon foreign oil companies. The Department feels, as does 
Ambassador Morrow, that such questions, if any, as may here- 
after arise can be settled through the due operation of the Mexi- 
can administrative departments and the Mexican courts." 
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The oil industry, while making application for confirmatory con- 
cessions, pursued a policy of watchful waiting. It was not until the 
beginning of economic recovery from the depths of the world eco- 


I 


16 Clark, op. cit., p. 614. 
18 Idem. 
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nomic depression reached in 1932 that Mexican oil output began to 
expand. Production in 1933 rose to 34,830,000 barrels from the low 
of 32,805,496 barrels of 1932. Since that point the trend has been 
upward, Mexican output for 1937 having reached 46,000,000 bar- 
rels.17 Had it not been for the closing down of operations as a result 
of the general strike among oil employees in May, 1937, output, no 
doubt, would have exceeded this figure. This expansion of output 
is a reflection primarily of the increased yield from the Mexican 
Eagle’s Poza Rica field, first opened in 1932, but now Mexico’s largest 
producing field, currently accounting for more than one half of the 
total Mexican output.’* This field, with an estimated reserve of 
500,000,000 barrels, constitutes by far the most important addition 
to Mexico’s known petroleum reserves since the peak of production 
was reached in 1921. It should be noted that it was discovered on 
properties acquired prior to the adoption of the Constitution of 1917, 
to which, however, a confirmatory concession was not secured until 
1937 and then only with the stipulation that from 15 to 35 per cent 
of the gross output was to be paid as royalty to the Mexican Govern- 
ment. This contract indicates definitely in which direction the winds 
of nationalism were blowing. 


The Revolution Wanes 


The ‘‘stabilization”’ of the Mexican oil problem occasioned by the 
recognition of property rights under the Morrow settlement has been 
interpreted as an indication that the Revolution was waning. As so 
interpreted it would appear not to be isolated evidence. There are 
signs that Calles, who after the expiration of his term as President 
remained official ‘‘Supreme Chief of the Revolution” (Jefe Supremo 
de la Revolucién) and who was unofficially recognized as ‘‘boss’”’ of 
Mexico, was tiring of the revolutionary role which he had played.* 
Calles, on his return from a trip to Europe in the latter part of 1929, 
was quoted in the Mexican press as expressing doubts about the 
wisdom of the agrarian reform as it was being worked out in Mexico.*° 
The leaders of the agrarian reform had themselves become hacenda- 
dos. ‘The ‘men of the Revolution’ had become a new bourgeoisie, a 

17L, J. Logan: ‘‘ Production Rising as Demand Grows," The Oil Weekly, February 21, 
198 itexico Concludes Important Oil Contracts,"" World Petroleum, December, 1937, 


Dp. 24. 
19 Eyler N. Simpson, The Ejido: Mexico's Way Out (1937), pp. 112-113. 
% Idid., p. 113. 
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new class of capitalists, with extensive interests in haciendas, cattle 
ranches, important industries, realty developments, hotels and gam- 
bling houses. With their riches, they had taken on economic and social 
conservatism.’’*! In Cuernavaca, the week-end resort of Mexico's 
bourgeoisie, there had been erected a ‘‘row of resplendent houses” 
inhabited by government officials who could scarcely have built them 
“out of the savings from their government salaries.’’*? The Revolu- 
tion appeared to contemporary students of Mexico's social problems 
and economic life as having been largely liquidated. Normalcy 
appeared to have returned. 

But the respite was brief and through it there remained at least one 
active plank in the platform of the Revolutionaries which had a direct 
bearing upon the fate of the oil industry—insistence upon political 
nationalism. 

With the inauguration of C4rdenas in 1934 the Revolution took 
on a new tone. This is not the place to record in detail the several 
steps by which Cardenas carried forward the program of Revolution- 
ary reform. It is essential, however, to return to a consideration of 
Article 123 of the Constitution of 1917 if the events culminating in 
the expropriation of the foreign oil holdings in Mexico are to be 
understood. 





| 
! 
: 
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Article 123 of the Constitution 


Article 123 of the Constitution of 1917, which constitutes Mexico's 
basic labor law, presents an anomaly. It represents the most liberal 
labor code that has yet been devised in any country save perhaps 
Russia, and it antedated by several months the Russian Revolution. 
By its adoption Mexican labor acquired at a single stroke and without 
effort the guarantee of rights, privileges, immunities, protections, and 
working conditions for which organized labor in the more capitalis- 
tically advanced countries have been struggling for generations. 

The Constitution provides for a basic eight-hour day. It places limi- 
tations upon night work and upon child labor. It makes obligatory 
one day’s rest in six. It provides for a minimum wage. It guarantees 
to employees, over and above that minimum wage—as a constitu- 
tional right, not a privilege—a share in the profits of industry. It 
provides for double pay for overtime. It makes obligatory upon 


21 Charles A. Thomson, “‘ Mexico's Social Revolution,"’ Foreign Policy Reports, Vol. 


a) 114 (August I, 1937). 
22 Simpson, op. cit., pp. 578-579. 
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employers the provision of comfortable and sanitary habitations and 
limits the rental which may be charged. It makes mandatory upon 
employers the establishment of schools, hospitals, and other agencies 
“necessary to the community.”’ It places upon employers the respon- 
sibility for industrial accidents and provides for indemnity for death 
or disability. It specifically legalizes trade unions and authorizes 
the use of their major weapon, the strike. It requires of employers 
that they pay strikers who are conducting a strike against them. 
Provided only that the strike be adjudged a lawful one, the employer 
must in effect subsidize it. It establishes boards of conciliation and 
arbitration for the settling of labor disputes and assesses heavy 
penalties against employers who fail to abide by their findings. It 
affords the basis for a Federal Labor Law which goes even further in 
its protection of the interests of labor—a labor law which legalizes 
the closed shop, provides for the checkoff and requires upon request 
of the union the discharge of workers who withdraw from their 
organization. 

Such a labor code established by constitutional mandate in a 
country 70 per cent of whose population gains its livelihood in 
agriculture and allied activities and less than 15 per cent of which is 
directly engaged in industry, is certainly an anomaly if not a paradox. 
A country with no organized labor class to wage its battles and with 
no native bourgeoisie to fight enacts the most liberal labor code that 
has yet made its appearance in organized society! 

This event was not without raison d’étre, nor without design. Its 
explanation apparently is to be found in the militant political nation- 
alism which characterized the Revolution. The Revolution at the 
outset aimed primarily at political reform. It soon acquired a broader 
and deeper character. While apparently guided by political opportu- 
nists who succeeded for a time in securing the helm, in the end it 
guided them. Its central aim became the return of the land to the 
people and the improvement of the lot of the masses. Much of this 
land under the benign regime of Diaz had found its way through 
favor and concession into the hands of foreigners. Practically all 
Mexican industry, was foreign controlled. The influx of foreign 
capital into Mexico was in part a reflection of economic forces. 
Capital actuated by profit possibilities and interest rates moved from 
regions of surplus to a region of deficit. But the pull of politics like- 
wise influenced the movement. For a generation Dfaz had catered to 
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a capitalistic class. With generosity and graciousness he had directly : 

or indirectly made possible the acquisition by foreigners of Mexico's 

national wealth. If we are to believe the historians, the disposition of 
this wealth was not infrequently accompanied by intrigue, corrup- 
tion, and fraud. A political bureaucracy found in it the means of 
ostentatious living, while its benefits appear to have percolated but 
slowly to the depressed masses. It is no small wonder that the Revolu- 

tion as it progressed constituted in part an expression of political 

‘ 

| 

| 





nationalism, This spirit is plainly evident in that section of Article 27 
‘| which provides that only Mexicans by birth or naturalization and 
| Mexican companies have the right to acquire ownership in lands, 
waters, and their appurtenances or to obtain concessions to develop 
mines, waters, or mineral fuels in the Republic of Mexico. It is equally 
| evident in those paragraphs which nationalize all mineral deposits. 
It is less apparently, but none the less certainly, reflected in Article 
123. Mexican industrial wealth was being exploited by foreign capital. 
A liberal labor code became a means of insuring for Mexicans a 
share in the fruits of that exploitation. Such would appear to be the 
philosophy—if there be such—behind Article 123. Certainly neither 
the provisions, nor the ideas behind them, incorporated into Article 
123 are borrowed from the experience of a labor movement in Mexico. 
Had industry been in the hands of a native middle or capitalist | 
class, the incorporation of such ideas in the Constitution of 1917 | 1 
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would have brought forth bitter opposition. As it was, they appear to t 
have been accepted without a fight. They were apparently regarded 
as affording a means of protecting Mexico and Mexicans against the 
foreigner. 
t 
The Policies of C4rdenas c 
The Constitution gave to labor a definite goal, the realization of d 


rights constitutionally guaranteed it. These were to be achieved 
through cooperation with the Government, not opposition to it. 
Thus is explained the important role which labor has played in 
Mexican politics. Not until 1931, however, was the Federal Labor ti 
Law enacted, and not until the administration 9f Cardenas was it 
relentlessly enforced. If the life had gone out of the Revolution by : 
the end of the Calles regime, Cardenas gave to it a rebirth. This is not a“ 

: : . : n 
the place to discuss in detail the influence of Cardenas upon Mexico's v 


% Frank Tannenbaum, Peace by Revolution (1933), pp. 225-262. 
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program of reform. Suffice it to say that under his administration the 
friends of labor and the Revolution have been placed in positions of 
power. The President has not been interested in an “impartial” 
administration of the Labor Law. In truth, the law and the Constitu- 
tion scarcely provide for such. Both recognize the principle that labor 
is the weaker party in an industrial dispute and in collective bargain- 
ing and needs the special protection of the law. The President has 
upon numerous occasions voiced his sympathy for labor and his 
belief that labor is the victim of capitalistic exploitation. ‘‘ Capitalism 
never fails to take advantage of a single conflict between labor 
unions. . . . Labor unions are the workers’ best weapons. . 
Let workers unite in unions and leagues. . . . I shall always be at 
the service of workers and peasants.’’* He hat publicly stated that 
“any employers feeling weary of the social struggle should turn their 
industries over to the workers or to the Government, that such action 
would be patriotic.’ He has also said that “‘ The modern conception 
of the functions of the State and the very nature of labor legislation 
. requires that doubtful cases be decided in favor of the weaker 
party. To mete out equal treatment to two parties that are not equal 
is neither to administer justice nor to act equitably.’’* 

Such is the background out of which the recent labor controversy 
between the oil workers’ union and the owners of the Mexican oil 
industry originated, It will serve our purpose to trace in outline only 
the more important developments in that controversy.?? 


Labor Controversy, 1936-1937 


On November 3, 1936, the Mexican Petroleum Workers Union 
transmitted to each of the fifteen leading oil companies in Mexico a 
comprehensive ‘‘Collective Contract of General Application,” 
designed to supersede the separate contracts which the Union had 


o epnccggede of the Present Administration of Mexico (Government Printing Office, Mexico, 
1930), II-1I 
iti, : 38. 

28 Ibid 


% For a Pietailed history of the controversy, together with a reprint of the significant 
portions of the more important documents pertaining thereto and a statement of the posi- 
tion of the oil companies in the controversy, see The Mexican Oil Sirike of 1937, published 
in three volumes by twelve of the companies. For an account of the conflict presented from 
the point of view of the workers, including a résumé of the workers’ demands, the conclu- 
sions of the Commission of Experts, a er on ote area ey Vicente Lombardo —— 
on February 22, 1938, a part of an —totenes on ee, 24, 1938, 
and the decision of March 1, ae ee of the Sa Supreme seas of Mexico on the request for 
injunction made by the com ‘onflicto del Peiréleo en Mexico, 1937-1938, 
Universidad Obrera de Mexico, Mexico Siy's See also Mexican Labor News, published weekly 
by the Workers University. 
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with the several companies, setting forth in detail the demands of the 
workers with regard to working conditions, wages, et cetera, and 
accompanied by a threat of strike unless negotiations regarding the 
contract were begun within ten days. The companies notified the 
workers of their willingness to enter negotiations for the purpose of” 
working out a collective agreement. When it became evident that a 
settlement would not be promptly forthcoming, to avoid the threat- 
ened strike the President of the Republic intervened, requesting that 
strike action be postponed pending the outcome of a convention to be 
held between the workers and the companies for the purpose of con- 
cluding within six months at most a collective contract applicable 
to the entire industry. Both parties accepted the proposal and agreed 
to an “‘Assembly”’ of representatives of labor and capital to be held 
during 120 working days under the auspices of the Department of 
Labor. The Assembly met almost daily from early in December until 
May 25, 1937, during which period the demands of the workers were 
discussed seriatim. 

When it became evident that an agreement would not be reached 
by such procedure within the limited time, the companies were asked 
to submit a counterproposal. The workers found this proposal 
unacceptable and notified the companies that if an agreement were 
not reached by the expiration of the assembly period, a general strike 
would be called. On May 27, an agreement not having been reached, 
the strike was precipitated. While on strike the workers communi- 
cated to the employers through the Labor Department a modification 
of their original demands. These were rejected by the employers’ 
delegation as constituting a ‘‘mockery” not only to the companies 
but to the federal authorities.** Subsequently the strike was termi- 
nated by the assumption of jurisdiction by the Federal Labor Board 
which appointed a Commission of Experts to make a complete study 
of the conflict and recommendations with regard thereto in accord- 
ance with the Federal Labor Law. The Commission rendered its 
report to the Federal Labor Board on August 3. After the companies 
had registered their objections to the findings of the Commission, 
Group 7 of the Labor Board conducted hearings in accordance with 
the law after the filing of written briefs by both parties to the con- 
troversy. The Board delayed judgment on the controversy for almost 
sixty days, handing down the decision on December 18, 1937. 

28 The Mexican Oil Strike of 1937, op. cit., Vol. I, p. 28. 
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The Board’s findings were based largely upon the report of the 
Commission of Experts and granted in large measure the demands of 
the laborers. The companies had previously announced their inability 
to accept the findings of the Commission of Experts and stated 
unequivocally that ‘‘they cannot accept the responsibility for the 
consequences of this economic controversy, nor for the results thereof, 
for they believe in all sincerity that under the conditions outlined by 
the Official Commission their continuance in the country is rendered 
economically impossible.’’?® They likewise rejected the award of the 
Labor Board, characterizing the decision as having been “drafted 
with such marked partiality toward the workers and such prejudice 
against the companies that to put its clauses into effect would render 
it the most extreme collective contract ever extended the workers of 
any industry in any country.’** On December 28, 1937, the oil com- 
panies filed before the Supreme Court of Mexico a writ of Amparo 
(injunction) against the award of the Labor Board, alleging viola- 
tion by the Board of provisions of the Constitution and of the 
Federal Labor Law. On March 1, 1938, the Supreme Court’s decision 
denying the companies’ petition for injunction was announced. Con- 
tinued failure on the part of the companies to accept the Board’s 
award culminated in the expropriation of the oil properties on 
March 18, 1938. 


A Clash of Ideologies 


Such in brief is the catalog of events beginning with the demand of 
the workers in the fall of 1936 and culminating in the Expropriation 
Decree in March of this year. It is impossible within the scope of this 
paper to discuss the details of the controversy or to pass judgment 
upon their merits, It should be indicated, however, that the com- 
panies’ objections were directed primarily to those demands which 
restricted management in the exercise of administrative judgment in 
the operation of the companies’ properties—limitations on the num- 
ber of confidential positions to be filled by nonunion employees, the 
requirement that all foreign technicians be replaced by Mexicans 
within three years, limitations on the reduction of personnel and 
the right of discharge, et cetera—and to those which would have in- 
creased, according to the companies’ calculations, the labor bill by 
approximately 41,000,000 pesos annually. The Government con- 


% The Mexican Oil Sirike of 1937, op. cit., Vol. II, pp. 66-67. 
*® Ibid., Vol. III, p. 9. 
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tended that the increased cost of the award would not exceed 
26,000,000 pesos. _ 

It should be observed, moreover, that there was a similar clash of 
opinion on almost every major issue and a disagreement with regard 
to the more important relevant facts. For example, the companies 
offered evidence to show that the average daily wage per worker dur- 
ing 1936 paid by five of the major oil companies was the highest in 
the Republic, being almost double the average daily wages paid by 
other leading Mexican industries. The Commission of Experts held, 
on the contrary, that the real wages of the large majority of petroleum 
workers were lower than those earned by workers in the mining 
industry, or by the workers of the National Railways of Mexico. 

It is not necessary to harmonize these conflicting claims or to pass 
upon their relative merits in order to understand the outcome of this 
controversy. The conflict was not in reality a labor controversy. It 
was a clash of ideologies. The oil companies were interested in the 
profitable operation of properties legally acquired and, as they 
believed, fairly administered. Several of the demands of the workers 
appear incompatible with the tenets of a system of private capitalism 
or with collective bargaining under such a system when judged by 
such standards. Some as originally presented, offered perhaps for 
bargaining purposes, might well have been regarded as fantastic. The 
writer is in no position to pass judgment on the claims of the com- 


panies that the award constituted the most “extreme collective 


contract ever extended the workers of any industry in any country,” 


but there can be no question that the provisions of the award as. 


judged by the standards of collective bargaining in the more highly 
developed capitalistic countries constitute a liberal labor document. 

But to understand the point of view of Mexican labor it is necessary 
to recall that Article 123 constitutes probably the most liberal labor 
code to be found in any country. That it could be incorporated into 
the Constitution of a country which made its living primarily by 
agriculture and where no organized labor class existed has been 
explained in terms of political nationalism. The conviction that the 
mineral wealth of Mexico belonged to the Nation has been expressed 


in every constitution adopted by the country. The Revolution in 1917 


purported to recapture through Article 27 a birthright believed to 
have been sold for a mess of pottage. Pending recapture of its ‘‘own,” 
Mexico proposed through Article 123 that Mexicans should share in 
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the fruits of an alienated patrimony. The report of the Commission 
of Experts reveals that the Commission has viewed the conflict 
between the workers and their employers not solely or primarily as a 
labor controversy but as a conflict of national economic interests. 
The Commission found that the principal oil companies operating in 
Mexico are component parts of vast American or English economic 
unities, that the oil companies had never been closely linked to the 
country, their interests being always alien, and at times even opposed 
to the national interest; that while the companies have perforce left 
salaries and taxes in the country, they had never effectively con- 
tributed to the social progress of Mexico; that the companies had on 
more than one occasion influenced both national and international 
political events. The Commission was disturbed at the decline in 
Mexican oil output, alleging that it was in part a result of the policies 
of the oil companies. The Commission stated that the discovery of 
new fields and the drilling of new wells constituted a problem of 
national importance which must be met at the risk of grave danger 
that within a relatively short time Mexico would not only cease to be 
an exporter of oil but would become dependent for her domestic needs 
upon foreign supplies.** The conclusions of the report read more like 
a prelude to an expropriation decree than recommendations for the 
settlement of a labor dispute. 

But not only was the controversy a conflict of ideologies; it was 
aggravated by many irritating circumstances. Mexican labor alleged 
that the companies had persistently violated the laws. The companies 
were confronted on the other hand by what they apparently regarded 
as pettifogging activities and guerilla warfare conducted by “coyote 
lawyers’’ and petty politicians. 

Since the companies had publicly stated and reiterated their posi- 
tion, even in the face of the Supreme Court decision, that under the 
conditions outlined by the official commission “ their continuance in 
the country was rendered economically impossible”’ and the President 
of the Republic had enunciated the doctrine that “employers feeling 
weary of the social struggle may turn their industries over to the 
workers or to the Government,” there is small wonder that the 
Expropriation Decree was promulgated. 


" For a statement of the Commission's conclusions, see El Conflicto del Peiréleo en 
Mexico, op. cit., pp. 20-26. 
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What of the Future? 


The nationalization of Mexican oil does not solye the Mexican oil 
problem. It raises perhaps as many questions as it answers. Somewhat 
less than 40 per cent of the Mexican production was accounted for 
by American companies, chief of which are the subsidiaries of the 
Standard Oil Company of New Jersey and the Sinclair group. Most 
of the balance is produced by subsidiaries of the British-controlled 
Royai Dutch Shell. While the American Government has already 
indicated its acceptance of the expropriation as an appropriate exer- 
cise of national sovereignty, provided only that the properties are 
fairly and promptly paid for, Great Britain has informed Mexico that 
she regards the acts of the Mexican Government as unjust and 
unwarranted and has demanded the return of the properties. Although 
there seems little doubt that Great Britain will be forced to bow to 
the realities of the situation and accept the loss by her nationals of 
their oil properties in Mexico, there remains the important question: 
What are the properties worth? It should be noted that the British 
properties are economically more valuable and politically more 
important than are the American properties. Most of the recent 
increase in Mexican output has come from Royal Dutch Shell’s Poza 
Rica and El Plan fields, which are estimated to be capable of produc- 
ing 50,000,000 barrels of oil annually for from ten to twelve years.* 
With British control of the Mediterranean less secure, direct access 
via the Atlantic to British-controlled oil properties has become of 
increased importance. There remain important British holdings in 
Venezuela, of course, but the Mexican precedent may well render 
them less secure. 

The political importance of the properties is intangible and cannot 
be measured in pecuniary terms. As for the economic value, currently 
quoted figures place the total at from $400,000,000 to $450,000,000, 
about three fifths of which is said to represent British investments, 
two fifths American. The Mexican valuation will undoubtedly be 
much less than this figure. According to Herring, the national indus- 
trial census of 1935 placed it at some 360,000,000 pesos, which at the 
rate of exchange then current equaled $100,000,000.** What con- 
stitutes a fair valuation of the properties, probably no one really 


3 El Conflicto del Petréleo en Mexico, op. cit., 
%3 Hubert Herring, ‘‘ Mexico Claims Its Own, R The Nation, Vol. 146, p. 441 (April 16, 
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knows, but that there will be much controversy over the matter, with 
political expediency and relative bargaining strength rather than 
economic principles determing the outcome, seems likely. In this 
regard Mexico appears to have a great advantage, and seems to be 
prepared to exert it. 

How will Mexico pay? Her record of paying for expropriated lands 
is not a good one. Herring estimates that up to June, 1933, about 
$700,000 had been paid on an agrarian debt contracted through 
expropriation of land worth approximately $200,000,000.% The 
proposal to set aside 20 per cent of the receipts from the sale of oil 
promises to yield little more than a token payment, and that only if 
the industry is effectively administered and an adequate market’: for 
its output secured.** 

Can Mexico administer efficaciously and efficiently its newly 
acquired oil properties? The records of Control de Administracién del 
Petréleo Nacional, Petréleos de Mexico, S, A., and Administracién 
General del Petréleo Nacional, although perhaps affording no ade- 
quate test, are not impressive. These several successive agencies of 
official or semiofficial character, organized for the purpose of exploring 
and exploiting the extensive national petroleum reserves, have at no 
time accounted for more than a negligible percentage of Mexico’s oil 
output. Does Mexico possess an adequate supply of properly trained 
technicians and executives to administer successfully an industry 
highly technical and extremely hazardous under the most carefully 
calculated conditions? Can a national fervor and a spirit of public 
service which appear to characterize the present administration make 
good such deficiencies? 

How will the workers and the national economy fare under the new 
regime? The answer to this question is to be found largely in that 
of the former. It will be necessary that the properties be effectively 
administered if the Government is to replace the substantial revenue 
which the industry has yielded through taxes and still meet the 
demands of the laborers. Granting effective and profitable adminis- 
tration of the industry, will the workers fare as well with the industry 
under sean ownership as they did with the industry under 

u Biesring, loc. cit., 

% Since the above _ sittin, press dispatches indicate that on April 18 the Chamber 
of Deputies approved a plan to issue bonds in the amount of 100,000,000 pesos. 
from the sale of ee are to be used as payment on the qm proper! es. Also 
President C4rdenas has established an evaluation board to determine how much the oil 


ge shall be paid. See ‘* Mexico's Oil Muddle,"” The Oil Weekly, Vol. 89, p. 16 (April 
25, 1938). 
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_ private foreign control? The Labor Law itself curtails somewhat the 
liberties and rights of government-employed labor. If the companies 


are correct in their contention that the oil workers are the best paid 
workers of Mexico, can the Government in the national interest afford 
to give preferential treatment to the workers of any particular branch 
of the economy in a country where the mass of the population is in 
poverty; or, on the other hand, with the workers organized and 
politically articulate, can the Government afford to ignore their 
demands? 

Whatever the answer to these questions, natipnalization of the 
Mexican oil industry appears to be a fait accompli. How well the 
nation fares and whether or not the former owners are adequately 
remunerated would appear to depend in part upon the policy pursued 
by Great Britain, the United States, and the oil companies them- 
selves. Obstacles placed in the way of the Mexican Government in its 
efforts to dispose of newly acquired oil, economic boycotts or reprisals 
enforced against the Mexican Government, the resort to punitive 
policies or the abandonment of the ‘“‘good-neighbor”’ policy, can 
scarcely contribute to economic or political stability in Mexico—nor 
for that matter, in the long run, to the stability of democracies 
wherever they may be found. 
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MEXICO’S CASE IN THE OIL CONTROVERSY 
By J. Sirva HERZOG 


Address delivered at the Institute of Public Affairs, Southern Methodist 
University, Dallas, Texas, April, 1938 


Since 1859 when the first oil well gushed in until the present time, 
the petroleum industry has developed steadily and has acquired an 
ever-growing economic importance throughout the world. A certain 
French writer holds the opinion that the oil industry has won empire 
over world politics and dominion over war and peace; he believes 
that it exerts control over the most vital springs of world organization 
and that it is the vitalizing force of our civilization. 

Certain it is that the struggle for oil has caused revolutions and 
international wars; petroleum enterprises have formed economic units 
of immense power; there are oil trusts stronger than some of the 
nations. The oil fleet of the world numbers 1,420 ships, having a 
loading capacity of 8,000,000 tons. England occupies first place with 
423 vessels, and the United States second with 385. The capital 
invested in petroleum in 1936 was estimated at $24,380,952,000, an 
almost incredible sum, of which the share of the United States was 
48.84 per cent, England 37.11 per cent, and that of Russia 10.74 per 
cent. That is to say that three countries, especially the first two 
mentioned, dominate the most powerful industry existing in the 
world today. 

In 1901, oil production of the world was 167,000,000 barrels; in 
1913, 383,000,000 barrels; in 1920, 693,000,000 barrels; and in 1937, 
2,022,000,000 barrels, the largest output in the history of petroleum. 

It is doubtful whether any other industry can be found whose 
development has been so rapid and so remarkable, the explanation 
lying of course in the fact that each year petroleum has been more and 
more used for putting the machinery of our gigantic modern industry 
into motion. In 1914 there were only 2,000,000 automobiles in the 
world; in 1931 there were 25,000,000; and at the present time the 
number probably exceeds 40,000,000. In 1910 only 1.19 per cent of the 
ships of the world used petroleum, but now about 50 per cent of them 
use it. According to certain sources of information which have come 
to my attention, the capital stock of the Royal Dutch Company is 
$700,000,000; and, in 1930, that of the Standard Oil Company of 
New Jersey was $1,187,000,000. In the same year of 1930, the nine 
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companies which make up the Standard Oil group earned $223,000,- 
000 in profits. 

According to data published in a bulletin of the National City 
Bank, dated April, 1937, the net profits of the principal petroleum 
corporations in America during the year 1936 were $135,000,000, 
Standard Oil, the largest oil trust in the world, has an aggregate 
capital stock of $4,000,000,000. 


Oil Production in Mexico 


Oil production in Mexico from 1901 to the thirty-first of December, 
1937, amounted to 1,865,609,081 barrels, with a value of $1,691,- 
608,334. One may safely say without the slightest fear of error that 


the profits earned by the oil companies operating in Mexico since the - 


first of the century have exceeded well over a billion dollars, a sum 
perhaps not so impressive in a country of the economic vigor of the 
United States; but in Mexico it is more than striking—it borders on 
the fantastic. It may also be safely said, after having given due con- 
sideration to numerous data, that the oil companies which operated 
in Mexico regained, years ago, their original capital invested. 
Before the expropriation, the capital of the oil companies estab- 
lished in Mexico, reached the sum, in round numbers, of 360,000,000 
pesos, of which 49 per cent was English capital, 42 per cent North 
American capital, about 2.5 per cent Mexican capital, and the 
remainder was divided among various nations. It is interesting to 
note that the invested capital to which I have just referred—that is to 
say, the capital invested before expropriation—was $100,000,000, and 
that the profits earned by the companies have exceeded at least ten 
times the amount of capital invested in 1936. This simple fact, 
although it clearly lends itself to various considerations, serves to 
give some idea of how good the oil business has been in Mexico. 
Everything I have said up to this point should be taken as a brief 
introduction to the main subject of the discussion and as an indis- 
pensable background for understanding the problem recently stirred 
up in my country. ‘ 


Origins of Recent Trouble 


Toward the end of 1936 the oil workers presented to the companies 
a new plan for a collective labor contract. It should be explained that 
up to that time each company had signed a separate contract with its 
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workers, and that when all the workers in the industry united into 
a single organization they presented the plan just mentioned for a 
collective contract in accordance with the Mexican Labor Law. The 
oil companies agreed to sign a collective contract with their workers, 
but they were not willing to pay the amount for laborers’ benefits 
exacted by the original contract. In November, 1936, difficulties 
between the companies and their workers became so acute that a 
general strike was threatened throughout the oil industry. The Gov- 
ernment, realizing that such a strike meant the stoppage of many 
services essential to the economic life of the nation, intervened in the 
conflict and succeeded in arranging a conference between employers 
and employees, to last 120 days, for the purpose of discussing the 
labor contract under question and of seeing if it were possible to settle 
the matter satisfactorily to both sides. The convention undertook its 
task a few days later. Although government representatives were 
present who labored painstakingly to bring companies and laborers 
to an accord and to arrive at a definite solution of the problem, it was 
not possible to do so; and the convention came to an end at the 
beginning of May, 1937, without having obtained any satisfactory 
result—without having brought the conflicting parties even one step 
nearer an understanding. In fact, the situation at the beginning of 
May, 1937, was exactly the same as at the end of November, 1936. 
There are observers of that stage of events who state that the com- 
panies took little or no interest in the discussions, or in trying to come 
to an agreement with their workers. 

As a result of the events just mentioned, the Syndicate of Oil 
Workers threatened the companies with a strike. In spite of inter- 
vention by the Government, and the personal efforts of General 
C4rdenas, President of the Republic, it was impossible to prevent the 
strike, and it finally broke out toward the end of May last year. 

During the strike, employers and employees met several times to 
discuss the situation, the Government acting as mediator, friendly 
mediator in numerous instances; but no practical result was reached. 
Meanwhile oil and gasoline were beginning to play out in different 
parts of the Republic, and that shortage meant the paralyzation of 
economic life in Mexico. After ten days of the strike, the situation 
had become critical and intolerable, and there was still no solution 
to the grave conflict in sight. 

The companies always alleged that it was impossible to comply 
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with the workers’ demands, that those demands were unreasonable 
and out of reach of their economic capacity. Nevertheless, in order 
to solve the conflict, the companies finally offered their workers an 
annual increase of 14,000,000 pesos to be used in salaries and other 
benefits. The workers were not satisfied with that offer, but when 
their leaders realized that the companies were not going to better their 
offer in the least, and since on the other hand, it was impossible to 
maintain the strike any longer because the social problem was 
becoming more serious every day, they decided to change tactics and 
to place their case before the Federal Board of Conciliation and 
Arbitration, a case which in legal terminology is called one “‘of eco- 
nomic order.’’ This act brought about the suspension of the strike and 
resumption of work in oil fields, refineries, and oil lines. 


Action of Conciliation Board 


I should explain that in case of a dispute between capital and labor 
which cannot be settled because the employer states he is financially 
unable to agree to his workers’ demands, either of the parties has the 
opportunity of placing the case of economic order in the hands of 
an authority—in this instance the Board of Conciliation and Arbitra- 
tion—which appoints experts to analyze the financial condition of the 
company and to inform the board whether or not the employer is 
able to comply either in part or in whole with the petition of the 
workers. 

Since the oil companies had stated they could not give in to their 
workers’ demands because of financial incapacity, and since the oil 
workers had placed their case in the hands of the Federal Board of 
Conciliation and Arbitration, the latter named a Commission of 
Experts composed of the Under Secretary of the Treasury, the Under 
Secretary of Economy, and myself. This commission began work 
immediately, appointing a hundred assistants at once, in order to 
complete its report in the shortest time possible. It analyzed the 
account books of the companies, their contracts for the sale of petro- 
leum, world market conditions, historical antecedents of the industry, 
technical conditions, the transportation problem, the situation then 
existing between employers and employees—in fact all the phases 
necessary to make a complete study of the case and to determine 
whether the companies could or could not comply with their workers’ 
demands. According to the calculations of the commission, those 
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demands amounted to a sum involving an increase in expenditures 
to the companies in 1936 of 90,000,000 pesos a year. 

The report, which was submitted at the earliest possible moment, 
was a detailed, voluminous study more than 2,500 pages in length. 
The final conclusion reached in that research, was the following: 

The challenged oil companies have earned very high profits 

during the last three years (1934-1936); their financial condition 
is extraordinarily good, and consequently, it may be stated that 
without endangering their present or their future condition in 
the slightest, at least during the next few years, they are perfectly 
able to cede to the requests of the Syndicate of Oil Workers of 
the Mexican Republic up to the amount of around 26 million 
pesos. 


Reasoning of the Experts 


In order that you may understand the problem perfectly, I should 
explain the following: In 1936 the companies spent 49,000,000 pesos 
on salaries and services to its workers. On account of concessions 
granted at the beginning of the year to their workers, that sum was 
increased in 1937 to 55,000,000 pesos. On the other hand, during the 
strike the companies offered to increase their expenditures to the 
workers by the amount of 14,000,000 pesos; that is to say, the com- 
panies in May, 1937, were prepared to pay 69,000,000 pesos a year. 

Very well. The experts considered that the companies could raise 
their expenditures about 26,000,000 pesos, but it must be very care- 
fully taken into account that this increase of 26,000,000 pesos was not 
to be based upon the situation of 1937 but upon that of 1936. In other 
words, the experts were of the opinion that the sum of 49,000,000 
pesos spent in 1936 should be increased by 26,000,000; that is, 
75,000,000 in all, instead of the 69,000,000 the companies were willing 
to give. Consequently, what the experts advised amounted to an 
increase of only 6,000,000 pesos, or around $1,600,000 above what 
the companies were willing to spend. And it is not beside the point to 
say that we are dealing with economic units having capital running 
into hundreds of millions of dollars. 

The investigators could not accept the data found in the com- 
panies’ books, especially in those of the Mexican Oil Company, El 
Aguila, a subsidiary of the Royal Dutch. They could not accept that 
bookkeeping as correct because in numerous instances profits were 
concealed, undoubtedly for the purpose of avoiding payment of taxes. 
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It is not possible here to give a detailed explanation of all the dif- 
ferences in the profits which the experts found that the companies had 
earned during the years 1934, 1935, and 1936, and those set forth 
in the books of the companies. However, it is perhaps necessary to 
explain some of the more important differences, because although 
the companies’ books registered annual profits during 1934-1936 of 
around 22,000,000 pesos, the investigating experts found that those 
profits reached the sum of 55,000,000 pesos. 


An Important Discrepancy 


The most striking of the discrepancies discovered, and certainly the 
most debated, was the price given by the Aguila Oil Company as a 
selling price for its products and the market quotations given by busi- 
ness journals which were examined and taken into account by the 
experts. But a little history is to the point here. Permit me to read a 
report which this company gave to its shareholders in June, 1928: 


Following the example of other Companies trading interna- 
tionally, the Directors, as already announced, after serious 
consideration decided to advise its Shareholders to agree to a 
transfer of certain of its assets, all situated outside Mexico, to a 
Canadian Company in exchange for shares in that Company, 
with a view to overcoming the difficulties of multiple taxation. 


At a General Meeting of the Shareholders held on twenty-eighth 
February, 1928, the Directors’ proposal was adopted and the effect 
may be stated shortly as follows: 


a) The Share Capital of the Company was reduced from a 
nominal value of $10 per share to $4 per share, or a total 
reduction of $106,387,746 by the distribution amongst the 
Shareholders of shares of the Canadian Company of a value 
equal to such reduction.! 

b) The Canadian Company acquired the Company’s interests in 
(a) The Eagle Oil Transport Company, Limited, (b) Anglo- 
Mexican Petroleum Company, Limited, and (c) Arend Petro- 
leum Naatschappij, also (d) certain Sterling Loans to 
certain of these Companies, and (e) British Government 
Securities and Cash in England. 

c) The Canadian Company also took over the benefits of and 
the obligations under various Agreements between the Com- 
pany and the above-mentioned Companies. 

d) It is the intention that, in the future, the Company will con- 


iThe reference is to Mexican dollars. 
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fine its activities to Mexico, all operations elsewhere being 
undertaken by the Canadian Company. 

e) Reciprocal guarantees (and rights of exchange of shares for 
a limited period) have been entered into between the Com- 
pany and the Canadian Company, and the result of the 
arrangement generally is that so long as the holders of Par- 
ticipating Preference Shares and Ordinary Shares of the 
Company continue to hold their shares in both companies 
their individual position in the future will correspond as far 
as possible with their position in the past. 


The only tax existent in Mexico to which this could have referred 
is the income tax. Therefore, when the directors of the Mexican 
Petroleum Company, El Aguila, spoke rather wordily of evading the 
responsibilities arising from the payment of multiple taxes, they were 
referring to one single tax, the income tax; and what they tried to do, 
and in fact did do, was to transfer their income from Mexico to 
England. 

EI Aguila sold all its petroleum in 1936 to the Eagle Oil and Ship- 
ping Company, which forms a part of the Canadian Eagle Oil. It 
sold this petroleum at 2.07 pesos a barrel with an added discount of 5 
per cent; that is to say, it sold, or said it sold, at 1.96 pesos in round 
numbers. At the same time the Huasteca Petroleum Company, a 
North American enterprise and a subsidiary of Standard Oil, sold its 
oil at 3.19 pesos a barrel. I must also add that market quotations 
for petroleum, f. o. b., Tampico, as published in the National Petro- 
leum News that year, were on an average 3.28 pesos per barrel. 

Taking into account all the facts at their disposal, the investigating 
experts considered it impossible to believe that El Aguila had actually 
sold its oil at such a notoriously low price, and came to the conclusion 
that what was really occurring was a transfer of profits. I could go 
on exposing instances of profits hidden by the petroleum companies, 
but the limits of this paper do not permit an extensive survey. 


Experts’ Report Adopted 


The Federal Board of Conciliation and Arbitration studied the 
investigators’ report for four months, and at the same time it took 
into consideration the arguments presented by both the companies 
and the workers. At the conclusion of that study, it made known its 
award, which was in accordance with the law and followed almost in 
its entirety the opinion of the experts. There were also included in 
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the award certain disputed points which were not strictly economic 
in nature and upon which the experts had given no opinion. 

The oil companies made a public declaration that it was impossible 
for them to comply with the award issued by the board, stating 
among other reasons their inability to pay the 26,000,000 pesos— 
that is, to pay what amounted to $1,600,000 more than what they 
had offered in May, 1937. The companies then appealed to the Su- 
preme Court of Justice, which after due consideration of the case, 
pronounced a decision confirming the award of the Federal Board of 
Conciliation. 

It should be said here that when the companies knew that the 
award of the board was contrary to their interests, they began a 
financial campaign against the Mexican Government, attempting 
by a series of tricks to raise the demand for dollars to such an enor- 
mous extent as to reduce by artificial means the reserve of the Bank 
of Mexico, a central bank charged with the regulation of foreign 
exchange. These maneuvers of the oil companies did succeed in re- 
ducing the reserve very nearly within the limit set by law as the 
minimum quantity that ought to exist. 


Companies Reject Decision 


The oil companies declared they could not abide by the decision 
of the Supreme Court of Justice, alleging principally their financial 
inability to pay the 26,000,000 pesos’ increase over their expenditures 
for 1936; that is, the difference of $1,600,000 above what they them- 
selves had offered in May, 1937. In refusing to abide by the court’s 
decision, the companies declared themselves in default before the 
supreme judicial authority of the Republic. And I ask you: What 
would happen in the United States if some foreign company or com- 
panies, after having exhausted all legal resources, refused to abide 
by the decision of the Supreme Court of this Nation? What would the 
people of this country think of such flagrant disobedience and 
disrespect? 

Even after the decision of the Supreme Court, the Mexican Gov- 
ernment tried to find a solution to the problem. The oil companies 
finally offered 24,000,000 pesos: the problem hung, at one given mo- 
ment, upon a sum of around $500,000. 

Meanwhile, upon the companies’ refusal to abide by the court’s 
decision, the workers, making use of their legal rights, moved to 
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cancel existing contracts, in view of the failure of the companies to 
comply with the labor contract fixed by the award of the board and 
ratified by the Supreme Court. The judicial authority had to declare 
the contracts broken, and the workers at once called a general strike 
throughout the industry in order to force the companies to sign new 
contracts. 

Doubtless you have been unable to find a good reason for the un- 
bending stand taken by the oil companies and for their failure to give 
in at the last moment, seeing that their offer differed from that set by 
the board by only about $500,000 a year. My opinion of the matter 
is this: The actual payment of the amount set by the award never 
really mattered to the companies. What did matter to them was 
allowing a precedent to be established in Latin America of interven- 
tion in their financial affairs by legal or by any other means. They 
were not willing to concede the right of the government of a weak 
country to fix norms in the economy of the oil companies, companies 
forming economic units immensely rich and enormously strong. 


Decisive Action Required 


What could the Mexican Government do in the difficult situation 
facing it? On one hand, the companies had begun, first of all, a finan 
cial attack against the Government; and, in the second place, they 
had declared themselves in default. On the other hand, the workers 
had declared a strike, and the country was in danger of running out 
of gasoline and oil, products absolutely indispensable, as you know, to 
the normal conduct of modern economic life. The Mexican Govern- 
ment had to make a drastic and decisive resolution. The companies, 
after their refusal to abide by the Supreme Court’s decision, had 
emphatically stated that it was up to the Government to take the 
next step. But at the precise moment when the Government was 
taking it—that is, when the President of the Republic was publicly 
announcing over Mexican radio stations that the companies were 
going to be expropriated—then, at last, the latter said that they 
would pay the disputed 26,000,000 pesos. Their tardy offer came 
too late. 

The Expropriation Law authorizes the Government to seize the 
property of an industry for reasons of public good, in case of grave 
danger, or the possibility of such danger. Thus, confronted as it was 
by a perilous situation, the Government saw itself obliged to take over 
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the property of the oil companies, companies which for nearly forty 
years had been accumulating profits which they had exported year 
after year, leaving in Mexico only tax revenue which they disputed 
cent by cent, and the salaries of the workers which they also haggled 
over and curtailed at every step. 

The oil companies, which as I said before had gained profits ex- 
ceeding a billion dollars, on their departure from Mexico, left not 
one single important work of benefit to the Mexican people. For 
that reason the people have not only not regretted their departure, 
but have joyfully hailed it as the first step in the direction of their 
true economic independence. 
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CORRESPONDENCE BETWEEN THE UNITED STATES 
AND MEXICO REGARDING MEXICO’S EXPROPRIATION 
OF AGRARIAN PROPERTIES OWNED BY 
AMERICAN CITIZENS! 


Text of a note handed to the Mexican Ambassador at Washington, 
Dr. Don Francisco Castillo Najera, by the Honorable Cordell Hull, 
Secretary of State, July 21, 1938 


July 21, 1938 
EXCELLENCY: 


During recent years the Government of the United States has 
upon repeated occasions made representations to the Government 
of Mexico with regard to the continuing expropriation by your Ex- 
cellency’s Government of agrarian properties owned by American 
citizens, without adequate, effective, and prompt compensation 
being made therefor. 

In extenuation of such action, the Mexican Government both in 
its official correspondence and in its public pronouncements has 
adverted to the fact that it is earnestly endeavoring to carry forward 
a program for the social betterment of the masses of its people. 

The purposes of this program, however desirable they may be, 
are entirely unrelated to and apart from the real issue under discus- 
sion between our two Governments. The issue is not whether Mexico 
should pursue social and economic policies designed to improve the 
standard of living of its people. The issue is whether in pursuing them 
the property of American nationals may be taken by the Mexican 
Government without making prompt payment of just compensation 
to the owner in accordance with the universally recognized rules of 
law and equity. 

My Government has frequently asserted the right of all countries 
freely to determine their own social, agrarian, and industrial prob- 
lems. This right includes the sovereign right of any government to 
expropriate private property within its borders in furtherance of 
public purposes. The Government of the United States has itself been 
very actively pursuing a program of social betterment. For example 
it has undertaken to improve the share of the farmer in the national 
income, to provide better housing, the wider use of electric power at 


1 Reprinted from Press Releases of the Department of State. 
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reasonable rates, and security against old age and unemployment, to 
expand foreign trade through reduction of trade barriers, to prevent 
exploitation of labor through excessive hours and inadequate pay, to 
protect debtors from oppression, to curb monopolies; in short it is 
carrying out the most far-reaching program for the improvement of 
the general standard of living that this country has ever seen. Under 
this program it has expropriated from foreigners as well as its own 
citizens properties of various kinds, such as submarginal and eroded 
lands to be retired from farming, slums to be cleared for housing 
projects, land for power dams, lands containing resources to be 
preserved for government use. In each and every case the Govern- 
ment of the United States has scrupulously observed the universally 
recognized principle of compensation and has reimbursed promptly 
and in cash the owners of the properties that have been expropriated. 

Since the right of compensation is unquestioned under international 
law, it cannot be conceived that insistence on it by this Government 
should impair in any way the warm friendship which exists between 
the Government of Mexico and our own, and between the people of 
Mexico and our own. This is particularly true because we have, in 
fact, pursued a constantly expanding program of financial, economic, 
and moral cooperation. We have been mutually helpful to each other, 
and this Government is most desirous, in keeping with the good 
neighbor policy which it has been carrying forward during the last 
five years, to continue to cooperate with the Mexican Government in 
every mutually desirable and advantageous way. 

One of the greatest services we can render is to pursue, and to urge 
others to pursue, a policy of fair dealing and fair play based on law 
and justice. Just as within our own borders we strive to prevent 
exploitation of debtors by powerful creditors and to protect the 
common man in making an honest living, so we are justified in 
accordance with recognized international law in striving to prevent 
unfair or oppressive treatment of our own people in other countries. 
It is the experience of this hemisphere, and this Government is con- 
vinced, that only by these means can the conditions of the peoples 
in all countries be soundly and permanently improved. Certainly 
the destruction of underlying principles of law and equity does not 
conduce to such improvement. 

In its negotiations with the Mexican Government for compensa- 
tion for the lands of American citizens that have been expropriated, 
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my Government has consistently maintained the principle of com- 
pensation. That it has been no party to an unjust or unreasonable use 
of the doctrine is demonstrated by the following record. 

Agrarian expropriations began in Mexico in 1915. Up to August 30, 
1927, 161 moderate sized properties of American citizens had been 
taken. The claims arising therefrom were after much discussion 
referred to the General Claims Commission established by agreement 
between the two Governments. It is appropriate to point out, how- 
ever, that, as yet, and for whatever the reasons may be, not a single 
claim has been adjusted and none has been paid. The owners of these 
properties notwithstanding the repeated requests of this Government 
for settlement, lost their property, its use and proceeds, from eleven 
years to more than twenty years ago, and are still seeking redress. 

Subsequent to 1927, additional properties, chiefly farms of a 
moderate size, with a value claimed by their owners of $10,132,388, 
have been expropriated by the Mexican Government. This figure does 
not include the large land grants frequently mentioned in the press. 
It refers to the moderate sized holdings which rendered only a modest 
living. None of them as yet has been paid for. Considering that 
expropriation was the free act of the Mexican Government and the 
liability was voluntarily incurred by it, certainly on the basis of the 
record above stated, the United States Government cannot be 
accused of being unreasonable or impatient. 

This latter group of cases has been in the past few years the subject 
of frequent representations by my Government. On March 27 of this 
year, it inquired of your Government what specific action with 
respect to payment was contemplated. On April 19 the Mexican 
Government responded, expressing its willingness to make a small 
monthly payment as settlement for a small number of agrarian 
claims of American nationals in one locality in Mexico. In response 
to an inquiry for further information you reiterated to this Depart- 
ment, on May 26 last, substantially what the Government of Mexico 
had already stated. On June 29 a detailed communication was 
addressed to you, setting forth the amount of the claims advanced 
for compensation to American nationals for agrarian properties 
expropriated, containing suggestions as to how the value of these 
properties might be determined in a manner satisfactory to both 
Governments, and requesting that payments be commenced while 
the determination of value was being reached. On July 15 your 
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Excellency sent a further communication to this Government in 
which no reference whatever was made to the suggestions advanced 
as to the method of determining the amounts owing for compensa- 
tion, offering no indication that the Government of Mexico is pre- 
pared to make payments while the amount of the value of the 
properties expropriated is being determined, and stating that the 
Government of Mexico “has not contemplated covering entirely, 
during the present presidential term, the amount of the properties 
expropriated; much less has it undertaken, nor can it undertake, to 
proceed in such manner.” In result, the American owners whose 
properties have been taken, are left not only without present pay- 
ment, but without assurance that payment will be made within any 
foreseeable time. 

The taking of property without compensation is not expropriation. 
It is confiscation. It is no less confiscation because there may be an 
expressed intent to pay at some time in the future. 

If it were permissible for a government to take the private property 
of the citizens of other countries and pay for it as and when, in the 
judgment of that government, its economic circumstances and its 
local legislation may perhaps permit, the safeguards which the con- 
stitutions of most countries and established international law have 
sought to provide would be illusory. Governments would be free to 
take property far beyond their ability or willingness to pay, and the 
owners thereof would be without recourse. We cannot question the 
right of a foreign government to treat its own nationals in this fashion 
if it so desires. This is a matter of domestic concern. But we cannot 
admit that a foreign government may take the property of American 
nationals in disregard of the rule cf compensation under international 
law. Nor can we admit that any government unilaterally and through 
its municipal legislation can, as in this instant case, nullify this 
universally accepted principle of international law, based as it is 
on reason, equity, and justice. 

The representations which this Government has made to the 
Government of Mexico have been undertaken with entire friendli- 
ness and good will, and the Mexican Government has recognized 
that fact. We are entirely sympathetic to the desires of the Mexican 
Government for the social betterment of its people. We cannot 
accept the idea, however, that these plans can be carried forward at 
the expense of our citizens, any more than we would feel justified in 
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carrying forward our plans for our own social betterment at the 
expense of citizens of Mexico. 

The good neighbor policy can only be based on mutual respect by 
both Governments of the rights of each and of the rights of the 
citizens of each. President Roosevelt could not have spoken more 
truly than when he recently stated that the good neighbor policy is 


a policy which can never be merely unilateral. In stressing it the 
American Republics appreciate, I am confident, that it is bi- 
lateral and multilateral and that the fair dealing which it 
implies must be reciprocated. 


The Government of Mexico from the standpoint of the long run 
and healthy progress of the Mexican people should be just as vitally 
interested in maintaining the integrity of the good neighbor policy 
as any other country. The surest way of breaking up the good 
neighbor policy would be to allow the impression that it permits 
the disregard of the just rights of the nationals of one country own- 
ing property in another country. In company with the citizens of 
the other American republics citizens of the United States own 
properties not only in Mexico, but in practically all countries. The 
same may be said of the citizens of the great majority of the nations 
of the world. 

The whole structure of friendly intercourse, of international trade 
and commerce, and many other vital and mutually desirable rela- 
tions between nations indispensable to their progress rest upon the 
single and hitherto solid foundation of respect on the part of gov- 
ernments and of peoples for each other’s rights under international 
justice. The right of prompt and just compensation for expropriated 
property is a part of this structure. It is a principle to which the 
Government of the United States and most governments of the world 
have emphatically subscribed and which they have practiced and 
which must be maintained. It is not a principle which freezes the 
status quo and denies change in property rights but a principle that 
permits any country to expropriate private property within its 
borders in furtherance of public purposes. It enables orderly change 
without violating the legitimately acquired interests of citizens of 
other countries. 

The Government of Mexico has professed its support of this 
principle of law. It is the considered judgment, however, of the 
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Government of the United States that the Government of Mexico 
has not complied therewith in the case of several hundred separate 
farm or agrarian properties taken from American citizens. This 
judgment is apparently not admitted by your Government. The 
Government of the United States therefore proposes that there be 
submitted to arbitration the question whether there has been com- 
pliance by the Government of Mexico with the rule of compensation 
as prescribed by international law in the case of the American citizens 
whose farm and agrarian properties in Mexico have been expropriated 
by the Mexican Government since August 30, 1927, and if not, the 
amount of, and terms under which, compensation should be made by 
the Government of Mexico. My Government proposes that this arbitra- 
tion be carried out pursuant to the provisions of the General Treaty 
of Arbitration signed at Washington January 5, 1929, to which both 
our countries are parties. 


Accept, [etc.] CORDELL HULL 


Text of a note from the Mexican Minister for Foreign Affairs, 
Sefior Eduardo Hay, delivered to the American Ambassador 
at Mexico City, Mr. Josephus Daniels, August 3, 1938 


[TRANSLATION] 
August 3, 1938 


Mr. AMBASSADOR: 


I have the honor to refer to your Government’s note delivered 
on July 21 last, to the Mexican Ambassador to the United States, 
Dr. Francisco Castillo Najera. 

In the note referred to, your Government admits Mexico’s rights 
to expropriation as well as the social justice which inspires her 
agrarian reform, the cause of expropriations from American land- 
holders; but insists upon immediate payment to United States 
citizens for their lands which have been taken from them, regardless 
of what our country may do with respect to its own nationals. Fur- 
thermore, your Government deplores the fact that until now the 
American landholders whose claims were included in the jurisdiction 
of the General Claims Commission created in the year 1923, have 
not obtained adequate compensation and adds that the zeal with 
which the Mexican Government endeavors to carry out its program 
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of social betterment has nothing to do with the question under dis- 
cussion and is irrelevant thereto. Your Government requires from 
that of Mexico the immediate payment of adequate compensation 
for the American landholders affected by the agrarian reform since 
August 30, 1927, alleging that otherwise my country will violate a 
universally recognized rule of international law based on reason, 
equity, and justice. 

My Government maintains, on the contrary, that there is in inter- 
national law no rule universally accepted in theory nor carried out 
in practice, which makes obligatory the payment of immediate 
compensation nor even of deferred compensation, for expropriations 
of a general and impersonal character like those which Mexico has 
carried out for the purpose of redistribution of the land. 

The expropriations made, in the course of our agrarian reform, 
do, in fact, have this double character which ought to be taken 
very much into account in order to understand the position of Mexico 
and rightly appraise her apparent failure to meet her obligations. 

Without attempting to refute the point of view of the American 
Government, I wish to draw your attention very specially to the 
fact that the agrarian reform is not only one of the aspects of a pro- 
gram of social betterment attempted by a government or a political 
group for the purpose of trying out new doctrines, but also constit- 
tutes the fulfilling of the most important of the demands of the 
Mexican people who, in the revolutionary struggle, for the purpose 
of obtaining it, sacrificed the very lives of their sons. The political, 
social, and economic stability, and the peace of Mexico, depend 
on the land being placed anew in the hands of the country people 
who work it; a transformation of the country, that is to say, the 
future of the nation, could not be halted by the impossibility of 
paying immediately the value of the properties belonging to a small 
number of foreigners who seek only a lucrative end. 

On the one hand, there are weighed the claims of justice and the 
improvement of a whole people, and on the other hand, the purely 
pecuniary interests of some individuals. The position of Mexico in 
this unequal dilemma could not be other than the one she has 
assumed, and this is not stated as an excuse for her actions but as a 
true justification thereof. 

The enumeration made by your Government, in the note referred 
to, of social reforms recently carried out in the United States of North 
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America demonstrates to what point the present hour demands a 
fundamental readjustment in the methods of government, for a few 
years ago the said reforms would not have been applauded and 
perhaps not even tolerated. If your Government has been in a 
position to make the payment of compensations at once, this cir- 
cumstance only indicates that its economic circumstances per- 
mitted of doing so, but certainly it could not have postponed or 
abandoned those reforms, even in case such conditions had not been 
favorable. 

As has been stated above, there does not exist, in international law, 
any principle universally accepted by countries, nor by the writers 
of treatises on this subject, that would render obligatory the giving 
of adequate compensation for expropriations of a general and imper- 
sonal character. Nevertheless Mexico admits, in obedience to her 
own laws, that she is indeed under obligation to indemnify in an 
adequate manner; but the doctrine which it maintains on the subject, 
which is based on the most authoritative opinions of writers of 
treatises on international law, is that the time and manner of such 
payment must be determined by her own laws. 

Pursuant to the provisions of Article 27 of its Constitution in 
force, the Mexican Government issued a law authorizing the issuance 
of agrarian bonds for the purpose of compensating the landholders 
affected. But, from the beginning, the difficulty of establishing up to 
what point the various claims of an agrarian character, of United 
States citizens, merited or not, in every case, individually, the pay- 
ment of a compensation, was, both for the United States Government 
and for that of Mexico, an obstacle in determining the right of the 
claimant and the amount which had to be paid to him, for my Govern- 
ment could not undertake to pay claims which had not been duly 
appraised. 

There is, in fact, a group of claims which are based on great con- 
cessions granted, in other epochs and by other governments, which 
have been canceled in view of the lack of accomplishment, by the 
concessionaries, of the obligations which they undertook; another 
group has as its basis the existence of great Jatifundia which were 
acquired practically without payment; there is another group of 
claims in which the owners obtained their titles from promotion 
companies without having carried out the obligations undertaken. 
The restitution of lands to pueblos, which had been despoiled of them 
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by illegal means, constitutes another group in which the possessor 
had a title vitiated from the beginning. Other affectations originated 
in ejidal dotations in accordance with the Mexican agrarian laws, and 
in these cases Mexico has recognized its obligation to indemnify. 
And, lastly, there exists a certain number of claims of small and 
medium owners which, although subject to agrarian provisions, 
because their properties do not meet the requirements which the 
latter provisions indicate for small property not subject to expropria- 
tion, nevertheless, they having been obtained by subdivisions made 
by companies, which now are property of the Mexican State, my 
Government, because of reasons of a moral and equitable order, 
agreed to grant to the persons affected an immediate compensation 
by an exceptional procedure. 

So then there exist claims in which the right adduced by the 
claimants is doubtful and debatable; on the other hand, in other 
claims, there does not, properly speaking, exist any juridical debate, 
since, as they originated in acts of a clearly expropriatory character 
of the Mexican Government, the latter raises opposition only to the 
amount thereof. In these last claims the problem consists substan- 
tially in reducing them to their just limits, since the majority contain 
exaggerated demands, for the value attributed to the properties is 
very different from that which the claimants themselves declared for 
the purpose of payment of their fiscal obligations. A settlement 
which would not take into account that situation would approve, 
against Mexico, the fraud on the Treasury committed by the parties 
interested. 

My Government desires to make it plain that when it decided to 
suspend the payment of its agrarian debt in the year 1930, the meas- 
ure affected equally Mexicans and foreigners. If Mexico had paid 
only the former, without doubt it would have violated a rule of 
equity; if it had paid only the latter, to the exclusion of nationals, it 
would have committed a similar irregularity. 

The republics of our continent have let their voice be heard since 
the first Pan-American Conference, vigorously maintaining the 
principle of equality between nationals and foreigners, considering 
that the foreigner who voluntarily moves to a country which is not 
his own, in search of a personal benefit, accepts in advance, together 
with the advantages which he is going to enjoy, the risks to which he 
may find himself exposed. It would be unjust that he should aspire to 
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a privileged position safe from any risk, but availing himself, on the 
other hand, of the effort of the nationals which must be to the benefit 
of the collectivity. 

Crowning with success the effort maintained by the States of this 
continent against the idea of a special status for foreigners, there 
was approved, at the Second Pan-American Conference, held at 
Mexico City in 1902, a formula which was broadened and reinforced 
by Article 9 of the Convention signed at the Seventh Pan-American 
Conference, which reads: ‘‘ The jurisdiction of the States within the 
limits of the national territory, is applicable to all the inhabitants. 
Nationals and foreigners who are under the same protection of the 
national legislation and authorities the foreigners can not claim 
rights different from or more extensive than nationals.’ [sic] 

The demand for unequal treatment is implicitly included in your 
Government’s note for while it is true that it does not so state clearly, 
it does require the payment to its nationals, independently of what 
Mexico may decide to do with regard to her citizens, and as your 
Government is not unaware that our Government finds itself unable 
immediately to pay the indemnity to all affected by the agrarian 
reform, by insisting on payment to American landholders, it demands, 
in reality, a special privileged treatment which no one is receiving in 
Mexico. 

In the note under reply, it is stated that the claims of an agrarian 
character previous to 1927, were submitted to the jurisdiction of the 
General Claims Commission, established by a Convention between 
the two Governments, and that, to date, whatever the reason may 
have been, not even a single claim has been adjusted and not one 
has been paid. 

The Government of the United States of North America cannot 
be unaware, as it appears to admit in the note to which I have been 
referring, of the reasons why the General Claims Commission has 
not, until now, been able to resolve those of an agrarian character; 
reasons due to technical difficulties which were not foreseen at the 
establishment of the provisions regulating the arbitration and which 
cannot be attributed to voluntary acts of either of the two countries. 
Furthermore, it is known to your Excellency’s Government that 
Mexico is disposed to initiate the necessary negotiations for the pur- 
poses of arriving at a global arrangement which would overcome 
those technical obstacles and settle those claims definitively. 
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It is opportune to recall that my country’s Government has been 
punctually paying, since the year 1935, the annuities which it under- 
took to pay by such an arrangement, which put an end to the Special 
Claims Commission notwithstanding that, for the latter, there did not 
exist against it, a responsibility which could be imputed to it, accord- 
ing to the most indisputable precepts of international law, it being, 
on the contrary, a case of acceptance ex gratia of the said respon- 
sibility. 

In the final part of the note to which I am replying your Excel- 
lency’s Government proposes that there be submitted to the decision 
of arbitrators, within the terms of the General Arbitration Treaty 
signed at Washington, January 5, 1929, the following points: 

1. The question whether there has been compliance on the 
part of Mexico with the rule relative to indemnification as 
prescribed by international law, in the case of United States 


citizens whose agrarian properties situated in Mexico have been 
expropriated by the Mexican Government since August 30, 


1927; 
2. If not, the amount of the indemnification which the 


Government of Mexico ought to pay; 
3. That the conditions be established under which the said 


payment shall be made, and 

4. That the arbitration referred to be carried out in accord- 
ance with the provisions of the General Treaty of Inter-American 
Arbitration, signed at Washington, January 5, 1929. 


Mexico has never refused to submit its international differences 
to the jurisdiction of a court to judge according to law either acts 
or attitudes toward foreigners, nor has it raised objections to the 
decisions which have been unfavorable to it. Nevertheless, she con- 
siders that arbitration should be reserved, as the same treaty of 
Washington establishes, for cases of irreducible differences in which 
the juridical principle under discussion or the act giving origin to 
the arbitration are of such a character that the two peoples at 
variance do not find any more obvious way of coming to an agree- 
ment. Such is not the present case, for while it is true that Mexico 
does not consider that payment of an indemnification for properties 
which the State expropriates on grounds of public utility, is an in- 
variable and universal rule of international law, it is also true that 
Article 27 of her Constitution ordains payment in such cases and, 
therefore, the Mexican Government has never denied such obliga- 
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tion. There is no subject matter, therefore, for the arbitration 
proposed. 

With respect to the conditions under which the said payment 
should be made, arbitration is likewise unnecessary. It would, fur- 
thermore, be improper, under the terms of the Treaty of Wash- 
ington, since the procedures of execution for the carrying out of 
obligations already recognized by Mexico cannot be a subject for 
arbitration and would have to be established in accordance with 
her economic conditions, which cannot but be taken into account 
by a friendly people, nor can that be the subject for decision of an 
international court, which, by attempting to impose a certain eco- 
nomic organization upon Mexico, would give a death blow to her 
right to organize herself autonomously, the very basis of her sover- 
eignty. I, therefore, take the liberty of inviting your Excellency’s 
Government to appoint a representative, so that, together with the 
representative whom my Government would designate, they may 
fix within a brief period of time the value of the properties affected 
and the manner of payment, which my Government considers as 
execution, in part, of a general plan for the carrying out of her 
obligations in this respect, both in favor of nationals and foreigners. 
The Government of Mexico is ready to discuss at once the terms 
of this arrangement. 

I believe that in this way, as a demonstration of the spirit of 
friendship and cooperation, animating the Government and the 
people of Mexico toward the Government and the people of the 
United States, the request for the indemnification of American 
citizens for the lands which, in compliance with the agrarian legisla- 
tion, have been taken from them subsequently to August 30, 1927, 
will be satisfied. 


I avail myself [etc.] 
Epuarpo Hay 


Text of a note from the Secretary of State, Mr. Cordell Hull, 
delivered to the Mexican Ambassador at Washington, 
Dr. Don Francisco Castillo Najera, August 22, 1938 


August 22, 1938 
EXCELLENCY: 


I have the honor to acknowledge the receipt of the Mexican Gov- 
ernment’s note of August 3 last delivered to the Ambassador of the 
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United States in Mexico City, which note was intended to be a 
reply to my note of July 21 addressed to your Excellency. 


I 


In my note under reference this Government called to the atten- 
tion of your Excellency’s Government the fact that many nationals 
of the United States, chiefly the owners of farms of moderate size 
with a claimed value of $10,132,388 which have been expropriated 
by the Mexican Government subsequent to 1927, have not only 
been left without any payment for the properties so taken, but 
likewise without assurance that any payment would be made by 
the Mexican Government to them within any foreseeable time. I 
further stated, ‘‘The taking of property without compensation is 
not expropriation. It is confiscation. It is no less confiscation because 
there may be an expressed intent to pay at some time in the future.” 

I said that the Government of the United States cannot admit that 
a foreign government may take the property of American nationals 
in disregard of the universally recognized rule of compensation under 
international law or admit that the rule of compensation can be 
nullified by any country through its own local legislation. 

My Government had in mind that the doctrine of just compensa- 
tion for property taken originated long in advance of international 
law. Beyond doubt the question first arose when one person sought 
to take the property of another. Civilized society determined that 
common justice required that it be paid for. One nation after another 
decided that it was fair and reasonable, equitable and right, to 
accompany a taking of property by payment of just compensation. 
In due time the nations of the world accepted this as a sound basic 
rule of fair play and fair dealing. Today, it is embodied in the con- 
stitutions of most countries of the world, and of every republic of 
the American continent; and has been carried forward as an inter- 
national doctrine in the universally recognized law of nations. There 
is, indeed, no mystery about international law. It is nothing more 
than the recognition between nations of the rules of right and fair- 
dealing, such as ordinarily obtain between individuals, and which 
are essential for friendly intercourse. 

In the reply of your Excellency’s Government now under acknowl- 
edgment the Government of Mexico states that it maintains “that 
there is in international law no rule universally accepted in theory 
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nor carried out in practice, which makes obligatory the payment 
of immediate compensation, nor even of deferred compensation, for 
expropriations of a general and impersonal character like those 
which Mexico has carried out for the purpose of the redistribution 
of the land.”” The Mexican Government further states that “there 
does not exist in international law any principle universally accepted 
by countries, nor by the writers of treatises on this subject, that 
would render obligatory the giving of adequate compensation for 
expropriations of a general and impersonal character,’ and con- 
tinues by declaring that while Mexico admits “in obedience to her 
own laws that she is indeed under obligation to indemnify in an 
adequate manner”. . . ‘the time and manner of such payment 
must be determined by her own laws” and that such assertion is 
“based on the most authoritative opinions of writers of treatises on 
international law.” 

My Government has received this contention on the part of the 
Government of Mexico, I feel it necessary to state with all candor, 
not only with surprise, but with profound regret. 

Reduced to its essential terms, the contention asserted by the 
Mexican Government as set forth in its reply and as evidenced by its 
practices in recent years, is plainly this: that any government may, 
on the ground that its municipal legislation so permits, or on the 
plea that its financial situation makes prompt and adequate com- 
pensation onerous or impossible, seize properties owned by foreigners 
within its jurisdiction, utilize them for whatever purpose it sees fit, 
and refrain from providing effective payment therefor, either at the 
time of seizure or at any assured time in the future. 

I do not hesitate to maintain that this is the first occasion in the 
history of the western hemisphere that such a theory has been 
seriously advanced. In the opinion of my Government, the doctrine 
so proposed runs counter to the basic precepts of international law 
and of the law of every American republic, as well as to every prin- 
ciple of right and justice upon which the institutions of the American 
republics are founded. It seems to the Government of the United 
States a contention alien to the history, the spirit and the ideals of 
democracy as practiced throughout the independent life of all the 
nations of this continent. 

If such a policy were to be generally followed, what citizen of one 
republic making his living in any of the other twenty republics of 
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the western hemisphere could have any assurance from one day to 
the next that he and his family would not be evicted from their 
home and bereft of all means of livelihood? Under such conditions, 
what guarantees or security could be offered which would induce the 
nationals of one country to invest savings in another country, or even 
to do ordinary business with the nationals of another country? 


II 


The fundamental issues raised by this communication from the 
Mexican Government are therefore, first, whether or not universally 
recognized principles of the law of nations require, in the exercise of 
the admitted right of all sovereign nations to expropriate private 
property, that such expropriation be accompanied by provision on 
the part of such government for adequate, effective, and prompt 
payment for the properties seized; second, whether any government 
may nullify principles of international law through contradictory 
municipal legislation of its own; or, third, whether such Government 
is relieved of its obligations under universally recognized principles 
of international law merely because its financial or economic situation 
makes compliance therewith difficult. 

The Government of the United States merely adverts to a self- 
evident fact when it notes that the applicable precedents and recog- 
nized authorities on international law support its declaration that, 
under every rule of law and equity, no government is entitled to 
expropriate private property, for whatever purpose, without pro- 
vision for prompt, adequate, and effective payment therefor. In 
addition, clauses appearing in the constitutions of almost all nations 
today, and in particular in the constitutions of the American repub- 
lics, embody the principle of just compensation. These, in themselves, 
are declaratory of the like principle in the law of nations. 

The universal acceptance of this rule of the law of nations, which, 
in truth, is merely a statement of common justice and fair-dealing, 
does not in the view of this Government admit of any divergence 
of opinion. Merely as one of many examples of enlightened authori- 
tative opinion of present times upon this subject, I cite the following 
authority as a pertinent example. 

In 1903 in the arbitration of the Selwyn case which had arisen 
between the Governments of Great Britain and Venezuela, the 
umpire in the case stated: ‘‘The fundamental ground of this claim 
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as presented is that the claimant was deprived of valuable rights, of 
moneys, properties, property and rights of property by an act of the 
Government which he was powerless to prevent and for which he 
claims reimbursement. This act of the Government may have pro- 
ceeded from the highest reasons of public policy and with the largest 
regard for the State and its interests; but when from the necessity or 
policy of the Government it appropriates or destroys the property 
or property rights of an alien it is held to make full and adequate 
recompense therefor.’’ 

With regard to the further fundamental issues presented in the 
reply of your Excellency’s Government the Mexican Government 
now advances the surprising contention that it may expropriate 
property and pay therefor, insofar as its economic circumstances 
and its local legislation permit, but that if these circumstances and 
legislation do not make possible the payment of compensation, it can 
still take the property. If this theory were sound, the safeguards 
which the fundamental laws of most countries and established inter- 
national law have sought to provide for private property would be 
utterly worthless. Governments would be free to take private prop- 
erty far beyond or regardless of their ability or willingness to pay, 
and the owners thereof would be without recourse. This, of course, 
would be unadulterated confiscation. 

As I stated to your Excellency in my note of July 21, the Govern- 
ment of the United States cannot admit that any government may 
of its single will, whether through its municipal legislation or by 
pleading economic inability, abandon the recognized principle of 
international law requiring just compensation, whenever the pur- 
poses for which expropriation is undertaken may seem to that 
government desirable. 

My Government considers that its own practice has amply demon- 
strated that it is the consistent friend of reform, that it has every 
sympathy with misfortune and need, and that it recognizes fully the 
necessities of the under-privileged. It cannot, however, accept the 
idea that these high objectives justify, or for that matter require, 
infringement on the law of nations or the upsetting of constitutionally 
recognized guarantees. The modern world furnishes many examples 
of nations which have effected major social reforms, under unusually 
difficult economic conditions, while complying with every rule of 
equity, fair-dealing, and basic law. Many governments, like the 
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Mexican Government, today face the necessity of planning, as the 
Mexican Government says it does, for social betterment and for 
political, social and economic stability. Is it conceivable that in order 
to attain these desirable objectives it is necessary for governments to 
rest the entire undertaking on a policy of confiscation? Every sov- 
ereign nation is in possession of powers to regulate its internal affairs, 
to reorganize, when needful, its entire economic, financial, and 
industrial structure, and to achieve social ends by methods conform- 
ing with law. 

Instead of using these recognized and orderly methods, the Govern- 
ment of Mexico in effect suggests that whenever special conditions 
or circumstances obtain in any one country, that country is entitled 
to expect all the other nations of the world to accept a change in the 
settled rules and principles of law, which are domestic quite as much 
as international, solely in order to assist the country in question to 
extricate itself from difficulties for which it is itself entirely respon- 
sible. Specifically, it is proposed to replace the rule of just compensa- 
tion by the rule of confiscation. Adoption by the nations of the world 
of any such theory as that would result in the immediate breakdown 
of confidence and trust between nations, and in such progressive 
deterioration of international economic and commercial relations 
as would imperil the very foundations of modern civilization. Human 
progress would be fatally set back, 

The policy of expropriation of these lands without any payment 
as required by law and equity and justice, places this Government ina 
situation where it must either assert and maintain with all vigor the 
doctrine of just compensation, or else acquiesce in the repudiation 
and abolition of that doctrine. Obviously it cannot adopt the latter 
course. To do so would make it a party to an undermining of the 
integrity which would characterize the normal relations between all 
nations and their peoples. 

The vital interest of all governments and of all peoples in this 
question and the imperative need of all countries to maintain unim- 
paired the structure of common justice embodied in international 
as well as in basic national law, lead me, particularly in view of the 
warm friendship existing between the two countries, to appeal most 
earnestly to the Mexican Government to refrain from persisting in a 
policy and example which, if generally pursued, will seriously 
jeopardize the interests of all peoples throughout the world. 
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III 


The Mexican Government rejects the proposal of the Government 
of the United States that there be submitted to arbitration, in the 
terms of the General Arbitration Treaty signed at Washington on 
January 5, 1929, the two following points: first, whether there has 
been compliance by the Government of Mexico with the rule of 
compensation as prescribed by international law in the case of 
American citizens whose farms and agrarian interests in Mexico 
have been expropriated by the Mexican Government since August 
30, 1927, and second, if not, the amount of and terms under which 
compensation should be made by the Government of Mexico. 

The Mexican Government sets forth as its reasons for rejecting 
the proposal of the United States for arbitration, its opinion that 
“arbitration should be reserved, as the same treaty of Washington 
establishes, for cases of irreducible differences in which the juridical 
principle under discussion or the act giving origin to the arbitration 
are of such a character that the two peoples at variance do not find 
any more obvious way of coming to an agreement.” The Mexican 
Government continues by stating that, ‘Such is not the present 
case, for while it is true that Mexico does not consider that payment 
of an indemnification for properties which the State expropriates 
on grounds of public utility is an invariable and universal rule of 
international law, it is also true that Article 27 of her Constitution 
ordains payment in such cases, and, therefore, the Mexican Gov- 
ernment has never denied such obligation.”’ ‘‘There is no subject 
matter,’’ the Mexican Government continues by stating, ‘‘ therefore, 
for the arbitration proposed.’’ Your Excellency’s Government 
concludes by stating its opinion that, ‘‘ With respect to the conditions 
under which the said payment should be made, arbitration is like- 
wise unnecessary and it would, furthermore, be improper under the 
terms of the Treaty of Washington since the procedures of execution 
for the carrying out of obligations already recognized by Mexico 
cannot be a subject for arbitration and would have to be established 
in accordance with her economic conditions, which cannot but be 
taken into account by a friendly people, nor can that be the subject 
for decision of an international court, which by attempting to impose 
a certain economic organization upon Mexico, would give a death 
blow to her right to organize herself autonomously, the very basis 


of her sovereignty.” 
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The Government of the United States is unable to acquiesce in 
the reasons so advanced for refusal to accept the proposed arbitra- 
tion. It is quite true, as the Mexican Government states, that Article 
27 of the Mexican Constitution orders payment in cases of expropria- 
tion for causes of public utility of private property by the Mexican 
Government. I need hardly remind your Excellency, however, that 
such payments in the cases of the American nationals under con- 
sideration have not been made. The very provisions of the Mexican 
Constitution and of the Mexican laws referred to by the Government 
of Mexico with such satisfaction have already been negatived in 
practice. They would now seem to have been abrogated in practical 
effect by the contention set forth in your Government's last com- 
munication. 

While this Government shares the view of the Mexican Govern- 
ment that arbitration should be reserved for cases in which the two 
countries in conflict can find no other way of reaching an agreement, 
I may here appropriately quote the first paragraph of Article 1 of 
the Treaty of Inter-American Arbitration, which has been suggested 
by the United States as an appropriate vehicle for the friendly and 
impartial solution of our differences and which reads as follows: 


The High Contracting Parties bind themselves to submit to 
arbitration all differences of an international character which 
have arisen or may arise between them by virtue of a claim of 
right made by one against the other under treaty or otherwise, 
which it has not been possible to adjust by diplomacy and 
which are juridical in their nature by reason of being susceptible 
of decision by the application of the principles of law. 


I find it necessary emphatically to state that, after many years 
of patient endeavor on the part of this Government to obtain just 
satisfaction for these claims without success, the Government of 
the United States has regretfully reached the conclusion that it is 
impossible to adjust them by diplomacy. Since they are obviously 
susceptible of decision by the application of principles of law, it 
believes that the proposed arbitration is the appropriate and friendly 
method of solution. Nor can this Government admit that the deter- 
mination by arbitration of the ‘‘amount of and terms under which 
compensation should be made by the ‘Government of Mexico” is 
a matter which in any sense impairs the autonomy of Mexico. An 
agreement to arbitrate on the part of sovereign nations like any 
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treaty as, for example, the Inter-American Treaty of Arbitration 
itself, ratified by both Mexico and the United States, is a voluntary 
limitation of the exercise of sovereignty by acceptance of principles 
of justice, fair-dealing, and law. Indeed, the highest attribute of 
sovereignty is the power to make just such agreements. It is exactly 
in this manner that civilization has advanced. 

Article 1 of the Inter-American Treaty of Arbitration specifies, 
as questions arising between the American nations which are sus- 
ceptible to the proposed arbitration: ‘(b) Any question of inter- 
national law; (c) the existence of any fact which, if established, would 
constitute a breach of an international obligation.” 

The Government of the United States maintains that in the treat- 
ment accorded its nationals by the Government of Mexico, as set 
forth in my note of July 21, the Government of Mexico has dis- 
regarded the universally recognized principles of international law, 
and that its failure to make adequate, prompt, and effective payment 
for properties expropriated constitutes the breach of an international 
obligation. It follows that the controversy which has thus arisen is 
not one which the Mexican Government can refuse to arbitrate upon 
the ground that its economic situation impedes it from abiding by 
the principles of international law, or upon the ground that its 
municipal legislation provides for a different procedure. My Gov- 
ernment, therefore, in the most friendly spirit urges the Mexican 
Government to reconsider the position which it has taken and to 
agree to submit to the proposed arbitration the questions at issue 
between the two Governments, as formulated in my note to your 
Excellency of July 21. 


IV 


The Mexican Government refers to the fact that, when it under- 
took suspension of the payment of its agrarian debt, the measure 
affected equally Mexicans and foreigners. It suggests that if Mexico 
had paid only the latter to the exclusion of its nationals, she would 
have violated a rule of equity. In that connection the Mexican 
Government refers to Article 9 of the Convention signed at the 
Seventh Pan-American Conference, which says: ‘“‘The jurisdiction 
of States within the limits of national territory applies to all the 
inhabitants. Nationals and foreigners are under the same protection 
of the law and the national authorities and the foreigners may not 
claim rights other or more extensive than those of the nationals.” 
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Your Excellency’s Government intimates that a demand for un- 
equal treatment is implicit in the note of the Government of the 
United States, since my Government is aware that Mexico is unable 
to pay indemnity immediately to all of those affected by her agrarian 
reform and yet it demands payment to expropriated landowners 
who are nationals of the United States. This, it is suggested, is a claim 
of special privilege which no one is receiving in Mexico. 

I must definitely dissent from the opinions thus expressed by the 
Government of Mexico. The Government of the United States re- 
quests no privileged treatment for its nationals residing in Mexico, 
The present Government of the United States has on repeated occa- 
sions made it clear that it would under no circumstances request 
special or privileged treatment for its nationals in the other American 
republics, nor support any claim of such nationals for treatment 
other than that which was just, reasonable, and strictly in harmony 
with the generally recognized principles of international law. 

The doctrine of equality of treatment, like that of just compensa- 
tion, is of ancient origin. It appears in many constitutions, bills of 
rights, and documents of international validity. The word has in- 
variably referred to equality in lawful rights of the person and to 
protection in exercising such lawful rights. There is now announced 
by your Government the astonishing theory that this treasured and 
cherished principle of equality, designed to protect both human 
and property rights, is to be invoked, not in the protection of personal 
rights and liberties, but as a chief ground of depriving and stripping 
individuals of their conceded rights. It is contended, in a word, that 
it is wholly justifiable to deprive an individual of his rights if all 
other persons are equally deprived, and if no victim is allowed to 
escape. In the instant case it is contended that confiscation is so 
justified. The proposition scarcely requires answer. In addition, it 
must be observed that the claimants in these expropriation cases 
did not seek to become creditors of the Mexican Government. They 
were forced into that position by the act of Mexico herself. 

It may be noted in passing that the claim here made on behalf 
of American nationals is, in substance, similar to the claims which 
Mexican nationals have against their own Government under the 
Mexican Constitution adverted to by your Excellency’s Government. 
It is, of course, the privilege of a Mexican national to decline to 
assert such claim, as it is the power of the Mexican Government 
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to decline to give it effect; but such action on the part of Mexico or 
her nationals cannot be construed to mean that American nationals 
are claiming any position of privilege. The statement in your Goy- 
ernment’s note to the effect that foreigners who voluntarily move 
to a country not their own assume, along with the advantages which 
they may seek to enjoy, the risks to which they may be exposed 
and are not entitled to better treatment than nationals of the coun- 
try, presupposes the maintenance of law and order consistent with 
principles of international law; that is to say, when aliens are ad- 
mitted into a country the country is obligated to accord them that 
degree of protection of life and property consistent with the standards 
of justice recognized by the law of nations. Actually, the question at 
issue raises no possible problem of special privilege. The plain ques- 
tion is whether American citizens owning property in Mexico shall 
be deprived of their properties and, in many instances, their very 
livelihood, in clear disregard of their just rights. It is far from legiti- 
mate for the Mexican Government to attempt to justify a policy 
which in essence constitutes bald confiscation by raising the issue 
of the wholly inapplicable doctrine of equality. 


V 


The Government of Mexico, in the note under reply, suggests 
the existence of a number of subsidiary questions. Included in these 
are questions of the legality of the titles to expropriated property; 
and considerations of law, equity, and valuation arising in individual 
cases, presenting the problem whether certain claims are just, in 
whole or in part, and what the amount of certain claims should be. 
Until the principle of just compensation has been recognized, these 
subsidiary questions need not be considered. My Government has 
repeatedly stated that it sought just and not unjust compensation 
so far as amount was concerned; and that it would support only 
just and not unjust claims so far as the law and equity of each claim 
was concerned. But since the Mexican Government has challenged 
the doctrine of just compensation and proposes to substitute for it, to 
all intents and purposes, the theory of confiscation, the merits of this 
fundamental issue must be determined before any others can be 
considered. It is beside the question to discuss the merits of any 
claim, or the titles or equities involved, or the facts and factors 
pertaining to valuation. Once the principle of just compensation is 
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accepted, these become matters relevant to the problem of payment. 
Until then, their discussion is fruitless. 


VI 


In concluding the note now under acknowledgment, the Mexican 
Government invites the Government of the United States ‘‘to ap- 
point a representative, so that together with the representative whom 
my Government would designate, they may fix, within a brief 
period of time, the value of the properties affected and the manner 
of payment.”’ The Mexican Government states that it considers 
such proposal the execution in part of a “general plan for the carry- 
ing out of her obligations in this respect, both in favor of nationals 
and foreigners,” and asserts its willingness to begin at once the dis- 
cussion of the terms of this arrangement. In effect, the Government 
of Mexico now proposes to talk about the valuation of some of the 
lands of American citizens seized by the Mexican Government in 
recent years. Yet we have held conversations with regard to pay- 
ment for many years without result. Seemingly, the Mexican Govern- 
ment proposes to continue the policy of taking property without 
payment, while continuing discussions of past takings. 

In tendering the proposal so made, is the Government of Mexico 
prepared to agree that no further taking will take place without 
payment? 

Can it hold out any reasonable measures of certainty that a 
determination of the value of the properties affected and of the 
manner of payment for them can be had “within a brief period of 
time’? Pending the reaching of an agreement between the commis- 
sioners on all of these points, will the Government of Mexico set 
aside sufficient cash in order to assure prompt payment in accordance 
with the terms of the agreement so reached? Is the Government of 
Mexico prepared to offer satisfactory commitments on these two 
points? 

In the light of its experience in the unfruitful negotiations held 
with the Mexican Government in recent years on these subjects, my 
Government believes that, unless the Government of Mexico offers 
satisfactory commitments on these essential matters, acceptance 
of the suggestion of the Mexican Government would merely result 
in discussions which would continue over a period of many years, 
and which would not achieve that equitable and satisfactory solution 
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which both Governments are assumed to desire. This would assuredly 
not be the case were resort had to arbitration. 


VII 


My Government, in its desire to expedite and to facilitate a fair 
solution of this question in every possible and proper. manner, with- 
out, however, in any way altering its position as above set forth, will 
be willing, should the Government of Mexico refuse to agree to resort 
to arbitration as hereinbefore proposed, to reiterate the proposal 
contained in the informal communication from Under Secretary 
Welles to you under date of June 29. Your Excellency will recall that 
to that communication was attached an itemized list of the claims 
of American property owners referred to in my note of July 21. It 
was then suggested that the amount of compensation, together with 
any subsidiary questions such as the extent of the area expropriated, 
be determined by agreement by two commissioners, one appointed 
by the Government of Mexico, the other by the Government of the 
United States, and that, in the event of disagreement between the 
two commissioners regarding the amount of compensation due in 
any case, or of any other question necessary for a determination of 
value, these questions be decided by a sole arbitrator selected by the 
Permanent Commission at Washington provided for by the so-called 
Gondra Treaty, signed at Santiago, May 3, 1923, to which both our 
Governments are parties. It was likewise suggested that in order 
to advance a settlement of the matter, the Governments of Mexico 
and of the United States name immediately their respective com- 
missioners and request the Permanent Commission to name con- 
currently the sole arbitrator. This Government further proposed 
that as an indispensable part of the act of expropriation and com- 
pensation, the Government of Mexico should set aside monthly in 
escrow in some agreed upon depository a definite amount for the 
exclusive purpose of making compensation for expropriated property 
as and when definite determinations of value have been arrived at 
in each case; and that should the determinations of compensation 
show a reduction from the amounts now claimed, the monthly 
deposits would be scaled down accordingly. 

If the Government of Mexico considers that negotiations for a 
settlement of these claims have not in fact been exhausted and 
desires to find an equitable and friendly solution to the question as 
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indicated in the last portion of the note of the Mexican Government 
of August 3, the most practical evidence of the desire of the Mexican 
Government to find a fair, friendly, and impartial solution would be 
manifested by its willingness to accept the proposal contained in the 
communication of the Under Secretary of June 29, and now herein 
before reiterated. If, on the other hand, the Mexican Government is 
not desirous of adopting the procedure just outlined embodying 
safeguards to ensure payment and prevent fruitless negotiation, it 
would surely seem to be appropriate and fitting, and strictly within 
the purview of the obligation contracted by both countries under the 
terms of the Treaty of Inter-American Arbitration for the Govern- 
ments of Mexico and of the United States to submit their controversy 
to arbitration in the manner suggested in my note of July 21. In 
either such case, my Government feels justified in requesting that, 
during the proposed arbitration, or during the proposed settlement 
suggested in the communication of June 29, the Mexican Govern- 
ment should agree that no further taking of the properties of Ameri- 
can nationals should take place unless accompanied by arrangements 
for adequate, prompt, and effective payment. 

In conclusion, may I say to your Excellency that this Government 
has on repeated occasions made manifest its most sincere desire to 
pursue a policy of intimate and friendly cooperation with the Govern- 
ment of Mexico because of its conviction that the interests of the 
two nations, as well as the interests of inter-American friendship and 
solidarity, would thereby be advanced. It is the hope of this Govern- 
ment that it may be able to continue on that course. When two 
neighbors like Mexico and the United States, jointly desirous of 
maintaining and of perfecting their friendship, find that differences 
arise between them which it would appear can unfortunately not be 
solved by direct negotiations, it is the belief of this Government that 
the submission of such questions as rapidly as may be possible to 
an impartial arbitration is the policy required by good neighborliness. 
I express the very earnest hope of the Government of the United 
States that the Government of Mexico may speedily indicate its 
willingness to accede to one of the two alternative proposals above 
presented. 

Accept, [etc.] 

CorDELL HULL 
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Text of a note from the Mexican Minister for Foreign Affairs, 
Sefior Eduardo Hay, handed to the American Ambassador to Mexico, 
Mr. Josephus Daniels, September 1, 1938 


[TRANSLATION] 
September 1, 1938 
Mr. AMBASSADOR: 


I have the honor to reply to your Government's note delivered 
August 22 of the current year to the Ambassador of Mexico in the 
United States of North America in which there are set forth various 
opinions regarding international law and views are expressed regard- 
ing the laws of Mexico and acts of my Government. As a detailed 
analysis of those views might become a discussion of an academic 
character which, instead of aiding a better understanding between our 
respective countries and clarifying the existing problems, might, 
perhaps, alienate us from the spirit which friendship and mutual 
respect impose on us, I refrain from entering into a detailed study of 
the note referred to, limiting myself to upholding the bases of the 
international position which Mexico has assumed and to fixing the 
specific points which may serve as a basis for the prompt and defini- 
tive solution of the subject. I cannot, however, fail to express to your 
Excellency the regret with which the people and the Government of 
Mexico have seen that your Government, disregarding the motives, 
the causes, and the historical antecedents, political and social, of our 
agrarian revolution, expresses the opinion that the juridical position 
maintained by Mexico is contrary to the fundamental principles of 
international law, to ethics, and to democratic practices. Mexico 
believes, on the contrary, that it has adjusted its acts to the standards 
of international law in accordance with the evolution which the 
traditional concepts of that law have necessarily undergone. Far 
from judging that its attitude departs from the standard accepted by 
the civilized world in general and by the republics of this continent 
in particular, my country considers that its interpretation represents 
the unanimous conviction of the Ibero-American Republics and 
reflects juridical thought at the present moment. Mexico believes 
likewise that unless the true meaning of the word “democratic” 
is changed, it cannot be said that a social reform involving the 
life of the immense majority of the population of the country can be 
qualified as anti-democratic. Confronted with the inescapable 
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obligation of carrying out the agrarian reform—undoubtedly the 
most important point of the revolutionary program—my Government 
must expropriate [afectar] all the lands that may be necessary until 
their complete distribution, as is ordered by the constitution and 
the agrarian code of Mexico, laws which establish the duty of 
indemnifying the owner of the lands taken, although the delivery 
of the indemnification might have to be postponed. The rights of 
society are in this case beyond doubt, and the social necessity is so 
urgent that its satisfaction cannot be subordinated to the possibilities 
of an immediate payment. In view of the fact that the aspirations of 
the collectivity must prevail over individual interests, Mexico cannot 
refrain from carrying out the redistribution of the land although in so 
doing she might likewise affect foreigners. 

This attitude of Mexico is not, as your Excellency’s Government 
affirms, either unusual or subversive. Numerous nations, in reorganiz- 
ing their economy, have been under the necessity of modifying their 
legislation in such manner that the expropriation of individual inter- 
ests nevertheless does not call for immediate compensation and, in 
many cases, not even subsequent compensation; because such acts 
were inspired by legitimate causes and the aspirations of social 
justice, they have not been considered unusual or contrary to inter- 
national law. As my Government stated to that of your Excellency in 
my note of August 3, it is indispensable, in speaking of expropriations, 
to distinguish between those which are the result of a modification 
of the juridical organization and which affect equally all the inhabit- 
ants of the country, and those others decreed in specific cases and 
which affect interests known in advance and individually determined. 

There are numerous examples of nations whose cultural progress 
is beyond discussion, which have seen themselves obliged, without 
repudiating the right of property in the abstract, to issue laws which 
have signified expropriation without immediate payment and some- 
times without later compensation. Countries might be mentioned 
which, under pressure of reasons considered to be of public necessity, 
have forced private individuals to exchange their gold and their gold 
certificates for money which has already been depreciated, or which 
was depreciated immediately afterwards. Those countries have also 
been under necessity to require private persons, without distinguish- 
ing between nationals and foreigners, to receive in payment of 
obligations, which had been contracted in gold, the already depre- 
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ciated currency of the country. Because expropriation was indirect 
in these cases it was none the less effective, since the owners of gold 
and gold certificates in the first example, or of credits payable in 
gold, in the second one, have seen their property diminish without 
receiving adequate compensation in return. Notwithstanding that 
each time that measures of this character have been decreed, there 
have not been lacking those who described it as “confiscation pure 
and simple” and, notwithstanding the fact that they must have 
caused loss of confidence in investors, and serious disturbances in 
commerce, the courts of the various countries justified them, in view 
precisely of the reasons of a superior order and of the public interest 
which inspired the said measures and the necessity of maintaining 
the equilibrium of the national economy. It is true that when these 
emergency measures were adopted by countries which were economi- 
cally weak, which desired to pay off their obligations, contracted in 
gold, with depreciated currency, the creditor nations, representing 
their nationals, denounced the debtor countries before the Permanent 
Court of International Justice, accusing them of being transgressors 
against right, but later, the same powerful countries which did so 
could not avoid having recourse to the measures which they had 
criticized so severely, for the purpose of solving their own problems, 
Following the juridical transformations of the law of property, 
although without destroying it, some States have incorporated in 
their public law the fundamental principle that interests of individ- 
uals are subordinated to those of the community as was stated by 
the Spanish Constitution of 1931 in whose Article 44 [sic], after 
establishing that “‘all the wealth of the country, whoever may be its 
owner, is subordinated to the necessities of the national economy,” 
provides that “properties may be subject to forced expropriation 
on account of social utility by payment of adequate indemnization 
unless it is otherwise provided by a law approved by the votes of an 
absolute majority of the Cortes.” 

In the Republic of Czechoslovakia, according to its Constitution, 
the law ‘‘can limit the exercise of private property” and ‘“‘expropria- 
tion cannot be effected without previous authorization of the law 
and indemnization unless a law should provide, either at present or 
in the future, that indemnization is not granted.” (Article 109.) 

The German Constitution declares that ‘It cannot make any 
expropriation except for public utility and in accordance with the 
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law. It will be effected by adequate indemnification, unless a law of 
the Reich otherwise provides. Respecting the sum of the indemnity 
recourse can be had in case of disagreement to the ordinary courts, 
except for the laws of the Reich which stipulate the contrary.” 

In addition to the States whose constitutions I have just quoted, it 
is very interesting to observe that Yugoslavia, Bulgaria, Greece, 
Estonia, Finland, Latvia, Lithuania, Poland, Rumania and several 
others have already adopted in their organic regimes agrarian reforms 
with procedures similar to those established in the fundamental 
law of Mexico. 

In examining the agrarian law of Rumania the Dean of the Law 
Faculty of Paris, M. Henry Berthélemy, maintains, together with a 
select group of jurists of world reputation, that the application of 
that law in the important case of the Hungarian optants of Transyl- 
vania is not contrary to the standard of international law, and recalls 
that agrarian laws have been passed which have caused expropria- 
tions with inadequate indemnification, in Prussia, (1811) in Austria, 
(1848) in Russia, (1861) and even in the United Kingdom of Great 
Britain, when it included Ireland (Agrarian Reform in Rumania, 
1927, pages 50 and 59). The foregoing examples have been cited, not 
in support of the possibility of failing to pay the expropriations on 
account of public utility, since on this particular point my Govern- 
ment has repeated, in conformity with its laws, that it considers 
itself obligated to indemnify, but to justify the opinion maintained 
by Mexico that neither juridical nor moral principles are derogated, 
when it is maintained that the collective interests must prevail over 
the interests of persons who are nationals or foreigners. Mexico has 
maintained that the so-called rights of man, among others, the right 
to property, with its modalities, are not principles of international 
law, but that their validity is derived from municipal law. The fact is 
not disregarded that the contrary opinion upheld by your Govern- 
ment has defenders, but it must be admitted that the point of view 
of Mexico, far from constituting an unusual theory, lacking sub- 
stance and without a juridical basis, has in its turn the most solid 
supports. Indeed, the renowned expositor of the Anglo-Saxon inter- 
pretations of international law, Oppenheim, affirms the following in 
the last edition of his famous treatise published by Lauterpacht, in 
speaking of the rights of the individual, on pages 508 and 509 of the 
first volume: ‘It is said that such rights include the right to exist- 
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ence, the right to protection of honor, of the family, of health, of 
liberty and of property, the right to exercise the religion of one’s 
choice, the right of emigration and other similar rights, but those 
rights (they can only be municipal and not international rights) 
at present do not enjoy any guarantee at all in international law,” 
Mexico has seen with satisfaction that your Government approves its 
proposal not to demand special or privileged treatment for its 
nationals, but a just and reasonable treatment in harmony with the 
generally recognized principles of international law. However, my 
Government does differ from the opinion of that of your Excellency, 
as to equality of treatment having been established to protect the 
rights of foreigners against the State, since, on the contrary, that 
principle was formulated precisely in defense of the weak States 
against the unjustified pretension of foreigners who, alleging supposed 
international laws, demanded a privileged position. It has been in 
Latin America where there has been crystallized, as an aspiration 
of the republics of this continent, the principle which has just been 
discussed. And it is the States which are economically weak that have 
found themselves obliged to take all possible precautions against 
foreign investors who, in exchange for producing some revenues to 
the treasury while they obtain profits which are at times fabulous, 
have become an obstacle to the very action of the government. It is 
true, as your Government affirms in the note to which I am replying, 
that respect for property rights is recorded in the constitutions of all 
States of this continent, but it is also recorded that such right must 
undergo modifications or suspensions which the general interest, the 
basis of law itself, may demand. In such cases foreigners cannot 
consider themselves as immune from the modifications to which local 
legislation is subject. The opinion of Latin America in this respect has 
already been brilliantly expressed by the illustrious Argentine 
authority on international law, Calvo, who, using his indisputable 
authority, maintained in his classic treatise: ‘‘294.—The very serious 
subject of the constant claims of the great European Powers on the 
Governments of the American States is related to this question. All 
have been based on personal offenses, sometimes real and sometimes 
padded by their agents, always painted by them in vivid colors. 
And the rule that in more than one case the former have tried to 
impose on the latter, is that foreigners deserve greater consideration 
and greater respect and privileges than the natives themselves of the 
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country in which they reside. This principle, the application of which 
is notoriously unjust and infringes the law of equality of States, and 
the consequences of which are essentially disturbing, does not con- 
stitute a juridical rule applicable in the international relations of 
those of Europe, and whenever it has been demanded by one the 
reply of the other has been absolutely in the negative. It had neces- 
sarily to be so, because in the contrary case, relatively weak peoples 
would be at the mercy of the powerful ones and the citizens of one 
country would have fewer rights and guarantees than the foreigners 
residing there.” 

After the foregoing approval of the opinion of Mexico with regard 
to the case under discussion, I shall proceed to set forth the point 
of view of my Government, in regard to the manner in which this 
matter may be settled, taking as a basis a practical arrangement. 

In the letter of Under Secretary Sumner Welles, of June 29 last, 
mentioned in the note to which I am now replying, your Excel- 
lency’s Government proposed establishment of a previous deposit 
as the guarantee of payment for the expropriated lands. My Govern- 
ment considers this proposal unacceptable because it considers it 
incompatible with the good faith and mutual confidence which should 
govern the stipulations of an arrangement of this character. More- 
over, Mexico, as it has always done, has duly paid in strict compliance 
with the conditions agreed upon (April, 1934) in which our two Gov- 
ernments succeeded in fixing by means of the Special Claims Com- 
mission the terms of a pecuniary obligation to correspond to the 
damages caused by the revolution, whereby it is amply demon- 
strated how unjust is the proposal contained in the said letter of 
June 29. 

With regard to future agrarian expropriations, I have to advise 
your Excellency that my Government finds itself legally incapacitated 
to prevent the application of the agrarian law, for which reason it 
will limit itself in each case, to submitting to the consideration of 
the commissioners mentioned below the amount and the terms of 
the respective indemnifications. 

My Government has noted that your Excellency’s Government 
accepts, in order to solve the situation created, the proposal that 
approval of the value of the expropriated lands as well as the terms 
of payment therefor, be submitted to a commission constituted by 
one representative of each party. In its turn my Government accepts 
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that, in case the said representatives should not arrive at an agree- 
ment, a third representative chosen by the Permanent Commission 
then be designated, as established by the Gondra Pact, whose seat 
is Washington, and which is composed of the three diplomatic agents 
who have been accredited there the longest. To terminate this note, 
I consider it pertinent to transcribe a few sentences uttered by the 
President of the Republic in his message to the Congress of the 
Union and which literally read as follows: ‘‘ Mexico, maintaining 
its points of view and respecting the aspects of divergence main- 
tained by the Government of the United States, is prepared to facili- 
tate this arrangement, which practical sense has imposed, with a 
most sincere and friendly desire to consider this discussion ter- 
minated, which fortunately has not disturbed the good relations 
between our Governments and our peoples. The continuation of 
this discussion would benefit only the interested and traditional 
enemies of any good understanding between our two Governments, 
as is demonstrated by the costly, violent, and insidious campaign 
which is being carried on against Mexico in the United States and 
in which it is attempted to ignore that each country has different 
problems and different means of solving them and that only a lofty, 
historical, social, and human comprehension would interpret the 
true sense of reciprocity which should govern a fruitful and sincere 
friendship between the nations, which is necessary to fulfil the higher 
obligation to be faithful to the pact of Inter-American Solidarity, 
Cooperation, and Harmony, concluded among all the republics of 
this continent and always renewed with greater faith and decision 
not only for their own benefit, but that of the international com- 
munity.” 
I take pleasure [etc.] 
Epuarpo Hay 


Text of a note handed to the Mexican Ambassador at Washington, 
Dr. Don Francisco Castillo Najera, by the Honorable Cordell Hull, 
Secretary of State, November 9, 1938 


November 9, 1938 


EXcELLENCY: 


I have the honor to acknowledge the receipt of the note addressed 
by your Government on September 1 to Ambassador Daniels. 
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Careful examination of that note discloses no grounds that would 
justify this Government in modifying the position set forth at length 
in my notes to you dated July 21 and August 22, 1938. My Govern- 
ment must insist that the recognized rules of law and equity require 
the prompt payment of just compensation for property that may be 
expropriated. Therefore, inasmuch as my Government remains 
convinced of the basic soundness of its position, buttressed as it is 
by law and justice, and in view of the scope and content of our recent 
conversations, in the course of which you informed me of the policy 
of your Government and of the desire of the Government of Mexico, 
which is similar to the desire of the Government of the United States, 
to settle all difficulties which may arise between the two Governments 
in a spirit of friendship and of equity, further discussion of the note 
under reference seems unnecessary. 

My Government has a particular desire to safeguard friendship 
with Mexico not only because Mexico is one of its nearest neighbors 
but on account of the many ways in which ever improving relations, 
in the fullest sense, between the two countries could be complement- 
ary and mutually beneficial. It has, therefore, spared no effort to 
arrive at prompt, friendly and satisfactory solutions of problems as 
they arose. It was in this spirit that last November my Government 
urged, in accordance with the principle of just compensation, the 
desirability of a comprehensive agreement providing for the com- 
pensation of the American citizens whose properties had been seized 
by the Mexican Government. It is in that same spirit that I have 
given every attention to the proposals of your Government which 
you recently communicated to me. Bz 3ed upon them, my Govern- 
ment would be willing to agree to the plan proposed hereafter which, 
if acceptable to your Government, would resolve at once the present 
controversy, in so far as it relates to compensation for American- 
owned agrarian properties seized since August 30, 1927, that if 
continued must seriously impair the friendly relations between the 
two countries. It is also in this same spirit that I earnestly commend 
it to the favorable consideration of your Government. 


I 


Both our Governments are in accord that the values of the Ameri- 
can-owned agrarian properties expropriated since August 30, 1927, 
be determined by a Commission composed of one representative of 
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each of our Governments, and in case of disagreement, by a third 
person selected by the Permanent Commission with seat at Washing- 
ton, as established by the so-called Gondra Treaty. 


II 


My Government proposes (a) that the two commissioners be 
appointed by their respective Governments at once; (b) that they 
hold their first meeting in the City of Mexico on the first day of 
December, 1938; (c) that each Government bear the entire expense 
of the salaries, maintenance, transportation, and incidentals of its 
commissioner and his staff and that any expense incurred jointly, as 
for instance in connection with airplane travel, be shared equally. 


III 


My Government believes it important, and understands that your 
Government is in accord in this regard, that a time limit be estab- 
lished for the completion of the work of the commissioners. It is 
therefore proposed that the commissioners be instructed that they 
must complete the determinations of value by not later than May 31, 
1939. If during the course of the deliberations of the two commis- 
sioners they are unable to reach a common finding upon the matters 
submitted to them for their joint determination, my Govern- 
ment proposes that the Permanent Commission at Washington 
be requested to appoint immediately the third commissioner in 
order that he may resolve the matters upon which the two Govern- 
ments’ commissioners are unable to agree. It is further proposed 
that in case of disagreement in any particular case, the representacive 
appointed by the Permanent Commission be requested to render his 
award within not more than two months from the time the case is 
submitted to him. The salaries and expenses of the third commissioner 
will be defrayed in equal proportions by the two Governments. 


IV 


The adequate and effective measure of compensation to be paid 
in each case shall be determined in the usual manner by taking into 
consideration, among other pertinent factors, the establishment of 
the nationality of the claimant, the legitimacy of his title, the just 
value of the property expropriated, the fair return from the property 
of which claimant has been deprived between the time of expropria- 
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tion and the time of receiving compensation, as well as such other 
facts as in the opinion of the commissioners should be taken into 
account in reaching a determination as to compensation. 


a’ 


It is my understanding that the Mexican Government will pay 
the sum of $1,000,000 United States currency as first payment of 
the indemnities to be determined by the Commission to which this 
note refers, and that this payment will be made to the Government 
of the United States on or before May 31, 1939. 

It is my further understanding that immediately subsequent to 
the determination by the Commission of the final valuation, in 
accordance with the procedure indicated in numbered paragraph Four 
of this note, of American-owned agrarian properties as defined in 
numbered paragraph One, the two Governments will reach an agree- 
ment as to the amounts to be paid to the Government of the United 
States by the Government of Mexico annually for the account of 
such claims in the years subsequent to the year 1939. As the basis 
for such agreement there will be taken into consideration such state- 
ment of its ability to pay as may be demonstrated by the Government 
of Mexico. The Government of Mexico, I understand, agrees that 
the annual payments to be made by it to the Government of the 
United States subsequent to the year 1939 for the account of these 
claims will in no event be less than $1,000,000 United States cur- 
rency, and that such payments will be made on June 30 of the 
corresponding year. 

In view of our recent conversations I have every confidence that 
the foregoing proposals will prove acceptable to your Excellency’s 
Government. | shall await with interest your Excellency’s response 
to the suggestions made. 


Accept, [etc.] 


CorDELL HULL 






























556 


Text of a note from the Mexican Minister for Foreign Affairs, t 
Sefior Eduardo Hay, handed to the American Ambassador to Mexico, | 4d 
Mr. Josephus Daniels, November 12, 1938 sl 
[TRANSLATION] ; on 
A November 12, 1938 b 
| | Mr. AMBASSADOR: - 
i I have the honor to acknowledge receipt of the note dated Novem- 0! 
i ber 9, 1938, addressed by his Excellency Secretary of State Cordell a 
Hull to the Ambassador of Mexico in the United States of America, W 
te Dr. Francisco Castillo Najera, in which the Government of your oO 
i Excellency, while maintaining its opinion that the recognized prin- it 
ciples of law and equity require the immediate payment of just 
compensation for expropriated properties, makes known its readiness ir 
to agree to a plan which, based on the proposals of my Government, a 
may apply to the consideration and payment of agrarian expropria- n 
ny tions (afectaciones) subsequent to 1927. a 
bi The Government of Mexico, in its turn, while reaffirming its 
ei conviction that it has not acted contrary to the rules and principles fi 
ty of international law, of justice and equity, by the enactment and in 
12 application of its Agrarian Legislation, is in agreement with the 
Ee plan presented and takes pleasure in recognizing that the sentiments al 
y of cordial friendship which unite our two countries have in the end tl 
: prevailed over differences of a technical and juridical order. th 
4 As was proposed in its note of August 3 of the current year, my cl 
By Government agrees that the value of the expropriated lands shall th 
Fi be established by a commission consisting of a representative of M 
i each Government, also that cases of disagreement between these m 
Ff representatives shall be decided by a third person designated by the or 
i Permanent Commission, established by the Gondra Pact, which has m 
Hi its seat in Washington, notwithstanding the fact that, in this instance, da 
i it is not a matter of an investigating commission, an express function 
i in the said pact, of the commission referred to. th 
i It agrees, likewise in conformity with its original intention, that in 
‘| the representatives of the two Governments shall be immediately th 
4 designated and that their first meeting shall take place in the City no 
: of Mexico on the first day of December of the present year. Outlays sh: 
i for emoluments, travel, and other expenditures, both of the represen- Ge 
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tatives and of the persons assisting them in their work, shall be 
defrayed by the respective Governments. The two Governments 
shall each pay one half of the expenses incurred jointly. 

Likewise, the emoluments which are to be paid to the third person 
referred to shall be shared equally, as proposed by your Government, 
by Mexico and the United States. 

My Government manifests, expressly, that it agrees that the 
representatives designated be instructed to the effect that their work 
of evaluation be concluded in May, 1939, and that the cases of dis- 
agreement be submitted to the consideration of the third person, 
who will likewise be requested to render his decision within a term 
of not more than two months, counting from the date on which his 
intervention has been requested. 

The Government of Mexico understands that the commissioners, 
in proceeding to make the respective evaluation, shall take into 
account, among other pertinent facts, the establishment of the 
nationality of the claimant, the legality of his title to enter a claim 
and the last fiscal valuation prior to the expropriation. 

Respecting the manner of payment of the corresponding indemni- 
fications, my Government will pay the amount of one million dollars 
in the month of May, 1939. 

My Government is agreed that, once the representatives fix the 
amount of the indemnifications, the Governments shall agree upon 
the annual amount which the Government of Mexico shall pay to 
that of the United States, in the years subsequent to 1939, on the 
claims in question. In the determination of the said annual payments, 
the economic possibilities of Mexico shall be taken into account. 
My Government agrees, forthwith, that the annual amounts which 
must be paid to the United States Government shall not be less than 
one million dollars, United States currency, and, lastly, my Govern- 
ment is in agreement that the payments be made on the thirtieth 
day of June of each year. 

The Government of Mexico deems necessary to have it understood 
that the decisions reached by the representatives designated, shall 
in no case extend beyond evaluation of the lands expropriated and 
the modalities of payment of the amount determined; that they shall 
not constitute a precedent, in any case nor for any reason; neither 
shall they decide the juridical principles maintained by the two 
Governments and applicable to the matter in question. 
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The Government of Mexico is pleased to recognize that, in formal- 
izing this arrangement, it has been able, on the one hand, to show, 
as was expressed in the note to which I reply, its especial desire to 
safeguard its friendship with the United States, because of the mutual 
benefits which this reciprocal sentiment represents for both countries, 
and to carry out, on the other hand, the mandates of the Agrarian 
Legislation, an expression of our traditional policy, which, on being 
interpreted by the President of the Republic, was supported, formal- 
ly, by the National Legislative Body, in the reply given to the mes- 
sage from the Executive by the President of the Congress of the 
Union, at the opening of the period of sessions on September 1 last, 


I avail myself [etc.] 
Epuarpo Hay 
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LIST OF PUBLICATIONS 


These documents present the views of distinguished leaders of opinion of 
many countries on vital international problems and reproduce the texts of 
official treaties, diplomatic co ndence, and draft plans for international 
projects such as the Permanent Court of International Justice. International 
Conciliation appeared under the imprint of the American Association for 
International Conciliation, No. 1, April, 1907, to No. 199, June, 1924. The 
most recent publications are listed below. A complete list will be sent upon 
aca to International Conciliation, 405 West 117th Street, New York 

ity 


. Twenty Years of Bolshevism, by a co ndent of the London Times. 
sae Present Conditions in Russia, by Wecetd Prana of The New York Times. 
Speech of Benito Mussolini, Premier of Italy, at Berlin, September 28, 
1937. Speech of Adolf Hitler, Chancellor of Germany at Berlin, Sep- 
tember 28, 1937. Address by Admiral Horthy, Regent of Hungary, 
translated from Pesier Lloyd, October 12, 1937. 
December, 1937. 

336. The Mediterranean Problem: Interests and Policies of England and 
Italy. British Policy in the Mediterranean, by Commander Stephen 
King-Hall, R.N. Italian Interest and Policy in the Mediterranean, by 
his Excellency, Gioacchino Volpe. Questions on our Policy in China 
Conflict and Secretary of State Hull's Reply. 

January, 1938. 

337. A Russian View of the Moscow Trials, by Alexandre Barmine. Signif- 
icance of the Trotsky Trial: Interview with John Dewey, by Agnes E. 
Meyer. Time fights on the Side of Democracy, by Simeon Strunsky. 
Editorials from The New York Times. 

February, 1938. 

338. International Economic Reconstruction: Text of the Report by Paul 
van Zeeland. The Van Zeeland Report, by Walter Lippmann. Program 
recommended to the Eleven Participating Organizations by the 
Thirteenth Conference on the Cause and Cure of War, Washington 

Pa ons guauaty 18-21, 1938. Editorial from The New York Times. 
arch, 1938. 


What Is the League of Nations? by William E. Rappard. British Policy 
in the Far East, by Sir Archibald Sinclair. The Rule of Fear, by Gu- 
glielmo Ferraro. Is World Peace an Attainable Ideal? by George M. 
Stratton. 

April, 1938. 

340. The Pitfalls of the New American Neutrality, by Francis De4k. If War 

Comes, What Will America's Policy Be? by George S. Montgomery, Jr. 
The Conflict between China and Japan, by Count Carlo Sforza. 
May, 1938. 
341. The United States and World Organization during 1937. Our National 
j Serena, by George Norlin, President of the University of Colorado. 
une, 1938. 

342. The Spirit of International Law, by the Honorable Cordell Hull. American 
Foreign Policy, by the Honorable Francis B. Sayre. The Proposed 
Universal Peace Commission of 1910. 

September, 1938. 

343. The Cost of War, by Thomas John Watson. Texts of Resolutions adopted 
by the World Conference for Action on the Bombardment of 
Towns and the Restoration of Peace, Paris, July 23-24, 1938. Text of 
the Constitution of Eire (Ireland). 

October, 1938. 
344. The Crisis in Czechoslovakia, April 24-October 13, 1938. 
November, 1938. 

345. Mexican Expropriation: The Mexican Oil Problem, by George Ward 
Stocking; Mexico’s Case in the Oi] Controversy, by J. Silva Herzog; 
Correspondence between the United States and Mexico. 

December, 1938. 
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